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Dansk abstrakt

Ph.d.-athandlingen bestar af fire selvsteendige kapitler inden for det transportgkonomiske
omrade. Kapitlerne omhandler emner som modellering af adfeerdsmaessige reaktioner
pa rejsetidsvariabilitet, maling af omkostningerne i forbindelse med rejsetidsvariabilitet,
arbejdsmarkedskonsekvenser som fglge af seendrede pendlingsomkostninger og anvendelse
af diskretevalg modeller til at undersgge variationer i betalinsvilligheden for rejseinforma-
tionssystemer. Det centrale emne, der forbinder kapitlerne, er pendlingsomkostninger. De

vigtigste resultater i athandlingen er fglgende:

e Med brug of danske data udfordres den teoretiske sckvivalens mellem to metoder
til méaling af omkostninger i forbindelse med rejsetidsvariabilitet. Resultaterne fra
analysen stotter ikke denne teoretiske aekvivalens (Kapitel 1).

e [ en model, hvor to personer pendler til et faelles mgde, viser kapitel 2 valget af et
optimalt mgdetidspunkt og at en forbedret forudsigelighed af rejsetiden er en fordel
for begge personer.

e Kapitel 3 omhandler brug af diskretevalg modeller til at undersgge betalinsvilligheden
for avancerede rejseinformationssystemer pa tveers af individer. Analysen viser, at
de begraensninger der er indbyggede i modellen, kan veere afggrende for resultaterne.

e Det pavistes ligeledes, at nar en typisk dansk virksomhed flytter 10 km veek, far
flytningen 2% af virksomhedens ansatte til at forlade virksomheden inden for en

periode pa tre ar (Kapitel 4).
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Introduction and summary

The PhD thesis consists of four self-contained chapters in the area of Transport Economics.
The main aim of the thesis is not to produce a single message which is supported by all
four chapters. Rather, each chapter is written to make a contribution of its own. The
thesis covers a wide range of issues such as modelling behavioural reactions to travel
time variability, the measurement of the cost of travel time variability, the labour market
implication of changes in commute costs, and the application of discrete choice models to
investigate variations in willingness to pay for travel information systems across individuals
and the implication of model assumptions on the estimated distribution.

Chapter 1 is titled: “Testing the slope model of scheduling preferences with stated
preference data”, and is a joint work with Katrine Hjorth and Jeppe Rich. This study
used a stated preference data to challenge the theoretical equivalence of two methods for
measuring the value of travel time variability: the slope model of the scheduling approach
(Fosgerau & Engelson, 2011) against its reduced form model. The analysis is based on data
from two choice experiments that are identical except one has a fixed departure time while
the other allows respondents to choose their optimal departure time. According to the
scheduling model, the two experiments yield the same result if travellers can freely choose
departure time to maximise utility, and if the distribution of travel times is independent of
departure times. It turns out that the empirical results in this paper do not support the
theoretical equivalence of the two models as the implied value of travel time variability
under the reduced form model is an order of magnitude larger. This finding is robust and
is in line with a recent Swedish study by Boérjesson et al. (2012). Because of data better
suited for the analysis, we ruled out some potential explanations lined up by past research
for the observed discrepancy between the two models. Although the similarity of results
across studies could suggest the presence of a more fundamental problem in estimating
the valuation of travel time variability based on data from hypothetical experiments, it
is recommended to test the equivalence of the models based on real life data before we
can rule out hypothetical bias as a potential explanation for the discrepancy. (A paper
based on this chapter was presented at the 3rd Symposium for the Furopean Association
for Research in Transportation, Leeds, UK, 10-12 September, 2014.)

Chapter 2 is titled “ Valuation of travel time variability with endogenous scheduling
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of a meeting time”, and is a joint work with Mogens Fosgerau. The chapter involves a
theoretical model to examine the choice of an optimal meeting time in a situation where
individuals can freely choose meeting times. It extends the model of Fosgerau et al. (2014)
by introducing a notion of a designated meeting time and a penalty that may be imposed
when one arrives later than the meeting time. Such a meeting time can be obtained as
an agreement outcome in a bargaining process over potential meeting times. The model
considers two individuals who choose departure and meeting times in the presence of
uncertain travel times for a trip towards a joint meeting. An important feature of the
model is the physical property that a meeting starts only when both individuals arrive
at the destination. The study shows the existence of a unique optimal meeting time and
a unique Nash equilibrium in departure times. It finds that an increase in the variance
of the difference between individual travel times is costly for both individuals. It also
find that an increase in travel time variance of one person is costly for both. Compared
to Fosgerau et al. (2014), the introduction of a lateness penalty allows an additional
mechanism through which a change in travel time variance of one individual affects the
pay-off of both individuals. (Previous versions of this paper were presented at the 2nd
Symposium of the Furopean Association for Research in Transportation, Stockholm, 4-6
Sept, 2013; and at the ITEA’s Annual Conference and Summer School on Transportation
Economics, Toulouse, 2-6 June, 2014.)

This paper is related the scheduling model in chapter 1: both models consider scheduling
choices in the presence of travel time variability. They differ in two important respects:
First, whereas the model in this chapter allows individuals to choose a meeting time, the
slope model assumes a fixed arrival time. Moreover, while the slope model takes scheduling
choices merely as a personal matter, the model in this chapter allows strategic interaction
in scheduling choice. As a result, the slope model does not capture the effect of improved
variability of travel times for one person on another.

Chapter 3 is titled:“ Advanced methods make a difference: A case of the distribution
of willingness to pay for advanced traveller information systems”. This study is concerned
with the use of discrete choice models to estimate the distribution of willingness to pay for
advanced traveller information systems and the implication of certain model assumptions

on the estimated distribution of willingness to pay. The study uses a flexible estimation



method based on data from a stated choice experiment designed to measure the willingness
to pay for several types of information that an advanced traveller information system
can provide. Different models were estimates that vary in terms of restrictions embodied.
While simpler and relatively more advanced models yield nicely dispersed distribution
for willingness to pay, this distribution ceased to exist when some restrictions are set
free. The less restrictive model fitted the data better, and in this model, which combines
the latent class and mixed logit models, it turns out that the data do not reveal any
dispersion in the willingness to pay for advanced traveller information systems. Results
indicate that a significant share of individuals is unwilling to pay for advanced traveller
information systems and that willingness to pay is tightly distributed among those who are
willing to pay a positive amount. Findings in this study illustrate the importance of model
specification testing, and that results regarding the estimated distribution of willingness to
pay can be highly dependent on restrictions built into the model. (A paper based on this
chapter is under review at Transportation Research Part C: Emerging Technologies, and
was presented at the 94th Annual Meeting of the Transportation Research Board (TRB),
Washington, D.C., 11-14 January 2015.)

Chapter 4 is titled “The effect of a firm’s relocation distance on worker turnover”,
and is a joint work with Ismir Mulalic, Jos van Ommeren and Ninette Pilegaard. Using a
matched worker-firm data from Denmark for the years 2000-2007, this study examines
whether and how much a firm’s relocation distance is related to worker turnover. Firm
relocation alters the pattern of commutes to workers: some workers benefit from shortened
commutes while other face lengthened commutes. The costs of residential mobility and
long distance commuting could induce those whose face lengthened commutes to move
jobs. Those who faced longer commutes incur higher commuting costs; and they can
minimise these costs by moving residence to shorten commutes or by moving to a nearby
job. When the costs of residential mobility and long distance commuting are higher, job
mobility becomes a more attractive proposition.

The analysis finds a positive and significant but moderate effect of relocation distance
on worker turnover. This effect is robust to the inclusion of firm level characteristics and
year and municipality fixed effects. Results in this chapter establish that, on average, a

10 km increase in relocation distance leads to a 2—4 percent increase in the annual rate
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of worker turnover at the firm level over a period of three years, including the year of
relocation. The estimated effect is stronger in the first year after relocation and pales
away after the third year as workers more or less fully adjust to the relocation. It is
not surprising that we obtained a smaller effect since, first most firms relocated locally.
Second, the high rate of job mobility in Denmark means that workers expect to be mobile
in the labour market; hence, it may matter less when their firm relocates. Moreover, it is
possible that workers knew about the relocation decision and left the firm in the years and
months before the relocation. The study also examines whether the distance of relocation
captures the effect of changes at the firm because of the relocation. Results indicate that,
after controlling for relocation distance, firm relocation has no significant effect on worker

turnover.
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Testing the slope model of scheduling preferences on

stated preference data*

Dereje F. Abegaz Katrine Hjorth Jeppe Rich

deab@transport.dtu.dk khj@transport.dtu.dk jr@transport.dtu.dk

DTU Transport Technical, University of Denmark
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Abstract

This paper used a stated preference data to challenge the theoretical equivalence
of two methods for measuring the value of travel time variability: the ‘slope model’
of the scheduling approach against its reduced form model. The analysis is based on
data from two choice experiments that are identical except one has a fixed departure
time while the other allows respondents to choose their optimal departure time.
When departure times are optimally chosen and the distribution of travel times
is independent of departure times, the two methods are theoretically equivalent,
hence are expected to yield similar results. The empirical results in this paper do
not support the theoretical equivalence of the two models as the implied value of
travel time variability under the reduced form model is an order of magnitude larger.
This finding, which is robust to certain model assumptions, is in line with a recent
Swedish study by Bojesson, Eliasson and Franklin. Because of data better suited for
the analysis, we ruled out some potential explanations lined up by past research for

the observed discrepancy between the two models.

Keywords: travel time variability; value of reliability; the slope model; scheduling prefer-

ences

JEL code: R41

*A previous version of this paper was presented at the 3rd Symposium of the European Association for
Research in Transportation, Leeds, UK, 10-12 September, 2014.
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1 Introduction

Valuation of travel time variability (TTV) or reliability has received much attention in
the transport literature in recent years. Most empirical studies measuring preferences for
TTV use stated preference (SP) data and apply one of two approaches: The scheduling
approach or the reduced form approach, which also referred to as the mean-variance or
mean-standard deviation approach or similar. Whereas the scheduling approach infers the
valuation of TTV from individuals’ preferences against being late or early relative to a
desired arrival time, in the reduced form model, the valuation of TTV is directly linked to
specific measures of TTV such as the variance or standard deviation of travel times.

Under certain theoretical assumptions, the two approaches can be shown to be equivalent
(Fosgerau & Karlstrom, 2010; Fosgerau & Engelson, 2011). However, empirical research
reveals that the two approaches could provide very different results (see, e.g. Hollander,
2006; Borjesson et al., 2012), either because the theoretical assumptions do not hold or
because the approaches tend to be applied on different types of SP data. Since the transport
literature is yet to agree on a preferred method for presenting TTV in SP experiments
and measuring preferences, it is important to understand why the approaches differ and
possibly point to specific theoretical assumptions that are too restrictive or address specific
differences in the SP experiments that have critical impact on the estimates.

In this paper, we compare the two approaches using data from a Danish SP survey aimed
at valuing TTV. Our analysis is closely related to a recent paper by Borjesson et al. (2012);
however, it differs with regard to data: using data better suited for comparing the methods,
we can rule out some of the potential explanations for the observed difference between
the two methods in their analysis. Because they estimated the scheduling model based
on data without TTV, they could not rule out whether this contributed to the observed
discrepancy between the two models. The two SP games we designed to estimate the two
models are much more similar to each other than the two games used in Borjesson et al.
(2012): Both our SP games involve TTV and use the same presentation of the distribution
of travel times. The only difference between the games is that one includes a departure
time attribute, while the other allows respondents to choose their preferred departure time.
Compared to Borjesson et al. (2012), the similarity between the two SP games narrows
down the list of potential factors differentiating the two models.

A further contribution of this paper is that it examines whether the results in
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Bérjesson et al. (2012) who sampled users of scheduled services, namely train and metro,
also holds for car commuters. Moreover, we tested different ways of deriving the ‘ideal
arrival time’, a key concept in the scheduling model, from the data to probe if this affects
the hypothesised equivalence between scheduling and reduced form models.*

Our analysis is based on the form of scheduling model developed by Vickrey (1973)
and later analysed by Tseng & Verhoef (2008) and Fosgerau & Engelson (2011). This
scheduling model considers journey scheduling choices in the presence of uncertain travel
times, in the case where departure time choice is continuous. It assumes that travellers
have a specific marginal utility of being at the origin and another marginal utility of being
at the destination, and that both marginal utilities vary over time of day, such that at
one point in time, ty, it becomes more desirable to be at the destination than at the
origin. Travellers are assumed to choose their departure time optimally by maximising
their expected utility, given the distribution of travel time. We denote the relation between
expected utility, departure time and the travel time distribution as the scheduling model,
while the reduced form model denotes the relation between the optimal expected utility
(assuming optimal departure time) and the travel time distribution.

In line with Fosgerau & Engelson (2011) we assume that the utility rates are simple
linear functions of time of day. This yields a simple model, referred to as the ‘slope model’,
which has property that the theoretical cost of TTV is proportional to the variance of
travel times.

We use SP data from two different choice experiments (games). Both experiments are
from a survey among Danish car drivers commuting to work in the morning and each SP
game consists of six binary choices between travel alternatives characterised by a set of
attributes. The attributes include a travel time distribution with two possible outcomes
and their probabilities of occurrence. In the first SP game, the only attributes are journey
cost and the travel time distribution, while the second SP game in addition includes a
departure time attribute. We use the first SP game to estimate the parameters of the
reduced form model and the second SP game to estimate the preference parameters for
the scheduling model.

The empirical analysis in this paper does not support the hypothesised equivalence

IThe ideal arrival time is a point in time at which it is preferred to be at destination rather than at
the origin. Thus, it corresponds to the arrival time in the hypothetical case where travel time is zero with
certainty.



between the scheduling and reduced form models. The two methods are shown to yield
very different results, as the value of TTV differs by a factor of at least 12, and as much
as 48 in some cases. Our result complements Borjesson et al. (2012) who suggest three

explanations of the discrepancy between scheduling and reduced form models:

e In departure time choices without TTV, information about actual arrival time is
given with certainty, so respondents are in principle able to reschedule their activities
according to this known outcome, thus changing their preferences for being at the
origin/destination at a specific time.

e The scheduling model does not allow for a disutility of uncertainty per se: The only
thing that matters is when the respondent departs and arrives, and the uncertainty
therefore enters through the expectation of the utility of arriving at a specific time.
However, it may be that TTV affects the perception of travel time or the travel
situation as such, and thus affects preferences in other ways than through the
expectation of the utility of arriving at a specific time.?

e Policy bias and focus bias: As in all SP experiments, there is a risk that respondents
try to answer the SP questions in a way that they think will cause certain desirable
effects — rather than being in accordance with their intrinsic preferences. If this
so-called policy bias works differently in the two SP games it may cause a difference
between the scheduling and reduced form models. Another source of error in SP
experiments is focus bias, which arises when respondents focus on some specific
attributes while ignoring or providing less attention to others. The two experiments
in Borjesson et al. (2012) are quite different, as one is about preferences for depart-
ing/arriving at specific times known with certainty and the other is about the risk
of delays. The delay attributes (probabilities and durations) may be more complex
to interpret and relate to the travellers’ own experience, and this may result in a

focus bias in the delay experiment.

Since both our SP games involve TTV, the first explanation can be ruled out, albeit
only partially since the fixed departure time attribute in one of the SP games provides

some scope for rescheduling. Compared to a situation where arrival times are known, a

2Borjesson et al. (2012) mention three examples of such an effect: ‘Anxiety costs’ (stemming from the
traveller disliking not knowing what is going to happen), ’decision costs’ (T'TV makes it harder for the
traveller to determine his optimal departure time), and ’contingency planning costs’ (TTV potentially
forces the traveller to develop a contingency plan in case he arrives very late).
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fixed departure time offers smaller scope for rescheduling since arrival time is uncertain
due to TTV. The second explanation may still apply to some extent, if the disutility of
uncertainty per se is captured differently in the two models. However, since both games
involve TTV, such an effect is expected to be smaller than in the study by Borjesson et al.
(2012). The third explanation may also still apply, but only to some degree since the two
SP games are only slightly different. In any case, it would be expected that the effect is
smaller in our case than in the study by Borjesson et al. (2012).

To aid future TTV valuation studies (in selecting appropriate methods), it is relevant
to discuss another line of explanation, which relates to the appropriateness of the applied
scheduling model and the other theoretical assumptions we impose in our analysis. Clearly,
if the underlying assumptions in the scheduling model are incorrect, then the derived
equivalence between scheduling models and reduced form models will not hold. However,
even though the theoretical model may be too simple to capture all facets of real-life
departure time choices, we have confidence that it captures some of the main effects, and
it may still serve as a useful approximation. An obvious source of misspecification would
be that the simple linear form of the marginal utilities is unrealistic for departure times
far from ty. It may however prove hard to remedy this, if one desires to retain a tractable
functional form yielding closed form expressions of the expected utility function.?

Even if the theoretical scheduling model is correct, the assumption of optimal departure
time choice which is necessary for the equivalence between scheduling and reduced form
models, may be unrealistic in the context of SP data. However, the reduced form model
may still be a good approximation of real-life behaviour where travellers can adjust their
departure time on their daily commute until they reach an optimal solution. As such, we
would have expected it to also be an acceptable approximation when applied to SP choices,
at least for experienced travellers who consider the effect of their departure time choice,
and may have developed some intuition or rule of thumb regarding the best departure time
choice for their daily commute. The magnitude of the discrepancy between our scheduling
and reduced form models, however, seems to reject this.

Finally, even if the scheduling and the reduced form models are indeed equivalent, the

estimated scheduling preference parameters are likely to depend somewhat on how we

3 Hjorth et al. (forthcoming), e.g., run into severe identification problems when attempting to estimate
scheduling models with exponential marginal utility rates, which is one of the few continuous forms of
marginal utility rates yielding closed form expressions of the expected utility function.



derive tg. Wrong assumptions would cause a misspecification that causes the results of our
scheduling model to be unreliable. This issue has so far been investigated very little. We
test different ways to derive ¢, from the data to examine if this affects the discrepancy
between scheduling and reduced form models. Results from our analysis indicate that,
though the implied value of reliability, to some extent, depends on the derivation of ¢y,
this does not explain the discrepancy between the two models.

The rest of the paper is organized as follows. The next section presents the theoretical
framework underlying our analysis. Section 3 describes the survey carried out and the
resulting data used in the analysis. In section 4 we derive the empirical models used to
estimate preferences, and in section 5 we discuss results and empirical findings. Section 6

concludes.

2 Theoretical framework

This section summarises the main assumptions and results in the scheduling model, which
forms the basis of our analysis. The model is essentially equal to that of Fosgerau & Engelson
(2011), except that we explicitly model how preferences can be heterogeneous across trav-

ellers.

2.1 The scheduling model

Our setting is a traveller making a journey from home to work, facing a risky travel time,
i.e. travel time is not known with certainty in advance. For an outcome T (realised travel
time) of the distribution of travel times, the traveller’s utility is

U= —c— /dto H(t)dt — /M W (t)dt, (1)

to

where d is departure time, ¢ is the monetary cost of the trip, H(t) is the marginal utility
of being at home at time ¢ instead of travelling, W (¢) is the marginal utility of being at
work at time ¢ rather than travelling, and ¢, is a time at which H and W intersecting.
Figure 1 illustrates to and utility rates H(t) and W (t). We assume that H and W
are continuous, and that H is non-increasing and W () is non-decreasing. With these
assumptions, tg can be interpreted as the point in time at which it becomes more attractive

to be at work than at home provided that the commute trip can be made in no time.
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Figure 1: Ilustration of scheduling preferences, ¢, and utility rates H(t) and W(t).

The point of intersection t, may vary over travellers, as different people are likely to
have different time restrictions regarding obligations at home and at work. It is assumed
that, for a given o, H(t) and W(t) are linear and depend only on the difference between

time t and time tg:

H(t) =0+ Bt —to),

W(t) =~ +m(t —to).

(2)

We assume that f; < 0 and 7; > 0 such that H is non-increasing and W (¢) is non-
decreasing. This formulation implies that the additional marginal utility from being at
work at time ¢’ compared to time tq is independent of clock time as such - it depends only
on t' — ty. Similarly for the marginal utility of being at home.

When there is travel time variability, travel time 7" is a random variable. We assume the
traveller knows the distribution of travel times and, based this distribution, can compute
the expected utility associated with different departure times. Substituting (2) in (1) and
manipulating, the expected utility becomes

BU) = (e + 2 a0 4 (o bl — to)ur + LE@). (@)

where pr is the mean of the travel time distribution. We refer to this model as Model
1. In our analysis, we are also interested in the special case where H(t) is constant, i.e.
B1 = 0. We refer to this special case as Model 2. This model is particularly interesting as

it allows a simpler expression for the value of time.



2.2 The reduced form model

In this section, we present the reduced forms of Models 1 and 2 and the values of travel
time and reliability they imply. The reduced form models are obtained from the full
scheduling model by further assuming that the traveller chooses departure time optimally
(i.e. to maximise expected utility). Differentiating (3) with respect to d and setting it
equal to zero yields the optimal departure time:

% gs!
d* =ty — 4
’ 71—51MT @)

Inserting (4) into (3), and noting that E (T?) = 07 + p3 where o7 is the variance of the

travel time distribution, we see that the optimal expected utility in Model 1, given the
cost ¢ and the travel time distribution, is

B(U") = (e +oir = 5 i+ o). )

The optimal expected utility depends on the mean and variance of the travel time

distribution. Hence, in this model, the value of travel time (VTT) and the value of travel

time variability (VI'TV) are given by:

_ 0B /Opr _ - Ben
VI = BB 0e = tu - pyt" o
vrry = 2EW)/0or @)

0E(U*)/0c 2

The reduced form of Model 2 is similar, except $; = 0, i.e. the optimal expected utility is

E(U*) — —(C —+ YoT + %0‘%), (8)

and the values of travel time and variability are:

VIT =, (9)
VITV = % (10)

Interestingly, the values of travel time and reliability inferred from this model do not

depend on the characteristics of the distribution of travel time.



3 Data and survey design

3.1 The stated preference survey

The data we use are from a Danish stated preference (SP) survey regarding TTV and the
choice of departure time. The survey was carried out using an Internet questionnaire in
the spring of 2014. The recruitment of respondents was handled by a market research
agency, Epinion, using their existing Internet panel.

Rather than being representative of the population, the aim of the survey was to aid
the development of an appropriate scheduling model to use in the valuation of TTV. It
was therefore targeted at morning commute trips for car drivers. This is to achieve a
relatively homogeneous sample of travellers and trips in terms of scheduling preferences, to
exclude non-traders, and to avoid complicated issues related to scheduled public transport
services. We aimed to sample approximately 1000 individuals.

We used stratified sampling to sample two roughly equally sized subsamples: Subsample
1 consisting of travellers who are used to commuting to work in congested conditions, and
subsample 2 consisting of travellers who are used to commuting to work in uncongested
conditions. The purpose of sampling equally from these two groups is to make sure we
observe sufficient respondents who are used to congestion on their daily commute — which
is rare in many parts of the country. We note that this stratified sampling likely causes the
overall sample to be biased compared to the population of car commuters, and that this
has to be handled somehow if data are used to estimate a representative national value
of TTV. However, for research purposes, we believe our sampling strategy to be useful,
because it provides a large subsample of people who are actually used to congestion and
therefore possibly may have a different understanding and experience with the type of
choices presented in the stated preference exercises.

The survey uses customised Internet questionnaires, containing a series of questions

related to the traveller’s most recent morning trip to work (the reference trip), e.g.:

Travel time experienced on this day;,

Number of stops along the way, their duration, and whether these stops involved

restrictions on time of day,

Restrictions regarding departure time from home or arrival time at work,

How often such a trip was made within the last month and the range of experienced
10



travel times,

e What the traveller considers to be his 'normal’ travel time and departure time,

e What the traveller considers to be his free flow travel time (without queues or
congestion), and his preferred departure time in the hypothetical situation where
there were never queues or congestion,

e The cost of the trip (the respondent was instructed to focus on the variable costs only
and the questionnaire computed the cost based on the stated trip distance and car
fuel type, using default average values for fuel prices and depreciation/maintenance

costs, but allowing respondents to alter these default values if they disagreed).

The survey contains two SP games, each consisting of 6 binary choices. The first
game involves trade-offs between travel time, TTV and monetary travel cost, while the
second also includes departure time. Figures 5 and 6 in the Appendix show examples of
choice screens from each game. An overall aim in the survey was to keep the SP trade-offs
as simple as possible, and hence TTV is described using travel time distributions that
can attain only two values, a low value with probability (1 — p) and a high value with
probability p. The probability of an outcome is phrased as ‘x out of 10 times, travel time
is ... minutes’, to avoid direct mentioning of the concept of probabilities. We deliberately
avoid the phrasing of travel times as 'normal travel time” and ‘delay’; to minimize effects
of potential reference-dependence and loss aversion (Kahneman & Tversky, 1979).

The levels of travel time, cost and departure time attributes are defined by pivoting
around reference values, which are the experienced travel time, computed cost, and
departure time of the reference trip. In order to ensure meaningful variation in the
attributes, the survey was targeted at travellers whose reference trip lasted at least 10
minutes and cost at least 6 DKK.4

In all choices, one of the two departure time attributes is equal to the reference value,
while the other is either smaller (earlier) or larger (later), and the number of earlier and
later departures is balanced in the design. Departure time attributes are presented as
clock times, rounded to the nearest 5 minutes to ease comparisons.

The cost attributes follow a similar pattern: One if the two cost attributes is equal to
the reference cost, while the other is either smaller (gain) or larger (loss), and the number

of gains and losses is balanced in the design. Costs were presented in DKK, rounded to

41 Euro (€) =~ 7.5 DKK is used throughout.
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the nearest integer. The smallest cost attribute value allowed is 5 DKK (values lower than
this are truncated) and the smallest cost difference (between two alternatives) allowed is 1
DKK, to ensure values and comparisons are meaningful.

Each choice has four distinct travel time attributes (a low and a high for each alternative)
— one of these is equal to the reference value and the remaining three are computed based
on fixed ratios between the travel time attributes, which are taken from a list with six
predefined levels. Again, these levels are balanced in the design, as is the position of the
reference value. This ensures a very wide range of travel times in our analysis, as the same
respondent may experience choices where all time attributes are greater than or equal
to his reference travel time, as well as choices where all time attributes are smaller than
or equal to his reference travel time. In each alternative, the probability p can take the
values 0.1,0.2,0.4,0.6,0.8,0.9, to allow for as much variation as possible in the relation
between mean travel time and variance (note that much of this variation is achieved
through variations in the difference between the low and high travel time attribute).

For the sake of the statistical analysis, we have deliberately sought to ensure a wide
range of attribute levels, rather than limiting analysis to ‘realistic’ ones. The ratio between
the smallest and the largest of the four time attributes can be up to 2, such that the
maximum travel time attribute can be as large as twice the size of the reference travel
time, while the minimum travel time attribute can be as small as half the size of the
reference travel time. The departure time attribute varies in both directions by up to 1.5
times the reference travel time, and the cost attribute by up to 500 DKK times the sum
of the absolute deviations of the means and standard deviations of the two alternatives.

In both SP games, we used an orthogonal and partly randomised design rather than
an ’optimised design’ This is due to robustness considerations since the optimised design
requires the true scheduling model to be known in advance. The effects of assuming a
wrong 'true’ model are not sufficiently clear.

Finally, the questionnaire contained questions about the socio-economic background of
the respondents as well as questions related to their transportation habits/possibilities,
such as number of cars in the household, the nature of the parking facilities at their

workplace, and whether they own a bicycle or possess a public transport travel card.
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3.2 Sample statistics and description

A total of 1335 respondents participated in the survey. To obtain a balanced sample and
ensure that the reference trip was salient in memory when respondents answer survey
questions, we omitted from our analysis 116 individuals who did not answer all 12 SP
choices or had an interview duration of more than 24 hours. It was possible to leave the
survey Internet page temporarily and come back later to complete it, and we registered
when respondents began the survey and when they last touched it. We do not require that
respondents completed the survey (by answering all questions and clicking ‘submit’), as
the last questions concern income and the respondents’ home and work addresses, which
some may not want to answer.

Even though the survey targeted morning commute trips, a few students and pensioners
with part-time jobs also answered the questionnaire. This was not intended, and since
they were quite few (80 individuals), we chose to discard these interviews and focus on
respondents whose primary occupation was as a wage earner or self-employed.

The remaining sample consists of 1139 respondents, each with 12 SP choices. For

robustness reasons, we decided to also omit the following respondents in the analysis:

e Nine respondents who reported that they made three or more stops between home
and work on their reference journey. We suspect that these people may interpret TTV
differently than people with few or no stops, because a large part of the variation
in travel time could be interpreted as due to the many stops along the way, and
respondents with many stops may think they have the possibility to avoid some of
the variability simply by rescheduling to move some of their errands to another (less
congested) time of day.

e 80 individuals with reference travel time above 100 minutes or reference cost above
200 DKK: Due to the SP design, these respondents will experience rather large time
and cost attribute values, and despite there are only a few respondents with such
extreme values, they might have a substantial effect on the results, particular in
the reduced form models where the travel time variance can become very large and

cause numerical problems in the likelihood optimisation algorithm.

Eventually, estimation is based on 1050 respondents representing 78.65% of the total

survey participants. Individuals who are used to congestion represent 45.7% of the
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Table 1: Share of respondents by categorical variables and sub-sample

Subsample S1 Subsample S2
(used to congestion) (not used to congestion)

Share of the total sample population

Male respondents 0.50 0.47
Respondents with a partner 0.91 0.91
Respondents with constraint at destination 0.55 0.57
Children < 10 years in the household 0.26 0.25
Respondents with constraint at origin 0.22 0.15
Respondents with less than high school education 0.02 0.02
High school or vocational school graduates 0.08 0.08
Those who completed higher education 0.51 0.44
Respondents with fixed working hours, same everyday 0.28 0.25
Respondents with fixed working hours, which can 0.15 0.17
vary from day to day

Respondents with flexible working time with some 0.35 0.34
fixed hours

Respondents with fully flexible working hours 0.18 0.18
Respondents with no stops on the commute 0.82 0.80
Respondents with 1 stops on the commute 0.15 0.17
Respondents with 2 stops on the commute 0.03 0.03

estimation sample. Table 1 and Table 2 present descriptive statistics of attributes and
background variables for the estimation sample. The two sub-samples are largely similar
in terms of various observed characteristics. However, the sub-samples are, to some extent,
dissimilar on the basis of achievement in higher education, whether there are constraints
regarding how early one can depart, annual respondent and household income and commute

length and costs.

Table 2: Sample statistics for continuous variables by subsample

Subsample S1 Subsample S2
(used to congestion) (not used to congestion)

1st quart. Mean 3rd quart. 1st quart. Mean 3rd quart.

Reference travel time (min) 24.8 37.1 45.0 15.0 27.2 35.0
Normal travel time (min) 25 37 45 15 27.97 35
Reference travel cost (€) 1.97 4.7 6.3 1.9 4.08 4.9
Reference departure time? 420 447.8 475 425 450.8 465
Normal departure time? 420 443.5 470 420 447.9 465
Working hours per week 37 37.7 40 37 37.1 40
Weekly commute days 5 4.6 5 5 4.6 5
Household size 2 2.7 4 2 2.6 3
Respondent age (years) 41 49.4 58 41 50.5 59
Annual household incomef 46.7 86.8 73.5 44.8 61.1 66.7
Annual respondent income? 73.3 132.9 128 66.7 100.9 120

¥ Departure times are in minutes since midnight

 Income is in € 1000; mean values could be unreliable as no data cleaning is made for this variable.
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4 Empirical framework

We carry out two separate analyses using the scheduling and reduced form models.
Parameters of the scheduling models are estimated on data from choices where departure
times are given as attributes and hence are not optimally chosen, while the same parameters
under the reduced form models are estimated on data from choices where departure times
are not given as attributes — instead they are assumed to be chosen optimally by travellers.
We note that under this assumption of optimal departure times, the two approaches should
in theory yield the same result.

To estimate the parameters in the scheduling and reduced form models we use logit
models with the expected utilities in (3), (5) or (8) as ‘choice utility’. In an initial
modelling stage, we compared logit models with additive error terms to logit models with
multiplicative error terms (Fosgerau & Bierlaire, 2009). Models with multiplicative errors
yield much better fit. As a result, all subsequent models are estimated with multiplicative
error terms. Estimation is carried out in Biogeme (Bierlaire, 2003, 2009).

Since Borjesson et al. (2012) used additive error terms, they formulate the discrete
choice model in terms of differences in expected utility compared to a given reference. The
way we introduce error terms means that it matters to our analysis how we normalise
utility functions in our discrete choice model. In contrast to Borjesson et al. (2012), we
formulate the discrete choice model in terms of a total expected cost measured in monetary

units.

4.1 Estimation using the full scheduling model

To estimate preference parameters in the full scheduling model, we use a logit model with
the expected utility in (3) as ‘choice utility’, allowing for different parameters in the two
subsamples. With a multiplicative-errors specification, the choice utility of alternative j

with attributes d;, ¢; and T}, for a respondent in subsample Sy, is

S S Sk
_ €
Uy = —log e+ M5 P (dy —t0)? + (i 42T (d; — 10) BTy + 75 BTy | + -, (1)

where the random errors ¢; are iid Gumbel distributed with scale parameter 1, and 5k
are error scale parameters to be estimated. In this and all other models, we normalized

the cost coefficient to one so that the values of travel time and reliability are estimated in
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willingness-to-pay space (Train & Weeks, 2005).

Note that (11) depends on ¢y, which has to be inferred or approximated from the
data. There are many different options regarding how to infer ¢,. One option is to use
information about travel time T, and departure time dy under free flow (uncongested)
travel conditions. We assume that free flow departure time is chosen optimally given the
model in (3) and given a fixed travel time of T (no travel time variability). This implies

that (with separate coefficients for the two subsamples):

Sk
~
to = dff + Sk%
T

5 Lrs (12)
1

For future reference, we label this model SM1 (scheduling model 1). We also estimate the
parameters in the special case, where Bf # =0, for both subsamples:
Sk Sk
Uy = —10g [¢; + T (dy = t0)" + (0" + 97 (dy — ) BTy + - B3| + & (13)
We label this SM2 (scheduling model 2).
The definition of g in (12) may be a rather strict assumption. In the discussion of our
results (Section 5) we argue that it is interesting to relax the assumption in (12) and see if
this affects the comparison of scheduling and reduced form models. To do so, we follow

Tseng & Verhoef (2008) and define ¢, as a weighted average of departure time (dss) and

preferred arrival time (PAT) under free flow(uncongested) travel conditions:
to = wdss + (1 — w)PAT, (14)

where w” € (0,1) are sample-specific weights. We choose w°F by estimating the scheduling
models SM1 and SM2 with (12) replaced by (14) for a range of different values of the
weights and choosing the values yielding the highest log-likelihood value. We label the
resulting models SM1’ and SM2".

4.2 Estimation using reduced form models

To estimate preference parameters from the reduced form models, we use a discrete choice
model with either (5) or (8) as choice utility. As mentioned above, we consider two versions
of the reduced form model: One corresponding to (5), where f; is a free parameter, and
another corresponding to (8), where f; is fixed to zero. We refer to these as REM1 and

RFM2 (reduced form model 1 and 2), respectively.
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With multiplicative errors, the RFM1 becomes:
€

Uj = —log [¢; + 05" E(T}) + 07* (E(T)))* + 05* 03] + Tgk (15)
Again, the random errors ¢; are iid Gumbel distributed with scale parameter 1, and
wS% are error scale parameters to be estimated. Now, if the scheduling model is true
and respondents truly consider the optimal departure times for the given travel time
distributions when choosing between alternatives (an underlying premise of the reduced
form model) and respondents reveal the same preferences in both choice games, we would

expect the following correspondences:

O = 5" (16)
Sk Sk
esk _ 1N (17)
SR
Sk %qk
o5 = 1 (18)

The RFM2 is the special case where 515"’ =0, i.e. 8; = 0 for both Sj:

.
U; = —log [CjJFng E(T}) + 05" Jﬂ +;Ték (19)

5 Results and discussion

5.1 Results from SM1, SM2, RFM1 and RFM2

Parameter estimates from the scheduling models in (11) and (13) are presented in Table 3
while estimates from the reduced form models (15) and (19) are shown in Table 4 . All
parameters have the expected sign and are significant, except fyig ! in SM1 and both 6y’s in
RFM1, which are positive, but not significantly different from zero. Both models reveal
considerable differences between the two subsamples: People who are used to congestion
have higher 7o and 6y and lower 7, and 0 (hence lower value of reliability) than people
who are not used to congestion.

Based on both the SM1 and RFM1 models, we tested if there is structural difference
in preferences based on experience to congestion. We did this by estimating a restricted
model based on a pooled sample and separate models for each sub-sample, which together

represent the unrestricted model. Based on the likelihood ratio test, the hypothesis
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Table 3: Estimates from SM1 and SM2 with robust standard errors and z-values.

SM1 SM2

Parameter Estimate Std Err z-value Estimate Std Err z-value
Subsample S1 (used to congestion)

o -0.006  0.002 -2.85%*
7691 1.746 0.157 11.12%* 1.737 0.142 12.251**
A 0.002  0.002 1.00 0.007  0.001  4.558**
,usl 3.233 0.264 12.23*** 3.200 0.257  12.434***
Subsample S2 (not used to congestion)

o2 -0.008  0.002 -3.70%*
752 1.225  0.115  10.67* 1.270  0.110 11.563***
2 0.005  0.002 2.92%* 0.011 0.002  5.566***
2 2.871 0.237 12.10*** 2.873 0.232 12.364***
Number of est. param. 8 6
Number of obs. 6300 6300
Log Likelihood value -4018.43 -4027.9

K denotes significance at the 1% level, ** at the 5% level and * at the 10% level.

that preferences are similar between the two sub-samples is rejected (p-value 2% for the
scheduling models and lower for the reduced form model). Consequently, in what follows,
we present results separately for the two subsamples.

Based on log-likelihood tests, we conclude that the reduction from SM1 to SM2 (i.e.
the test that f; is zero) is strongly rejected (p-value around 0.01%). A similar test for the
reduction from RFM1 to RFM2 is also strongly rejected (p-value much smaller). Note that
the assumption embodied in SM2 and RFM2 implies constant marginal utility for staying
at the origin, instead of travelling, regardless of the time of day. Our results provide
evidence against this, which is in line with previous research by Tseng & Verhoef (2008).

Table 5 shows the values of travel time and reliability computed based on the estimated
parameters. Examining the difference between the two subsamples shows that, on average,
individuals that are used to congestion (S1) have higher VI'T and lower VITV than
respondents who are not used to congestion (5S2). This result is consistent across models.
The observed difference in the valuation of TTV (travel time) between the two subsamples
can also be driven by self-selection or observable differences in characteristics. Since
exposure to congestion is not random, those with strong preference against congestion
may choose to work and reside in areas wherein they would minimize exposure to travel

time variability. Moreover, though the two subsamples are largely comparable in terms
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of observed characteristics (see Table 2), differences in income and other covariates may
also explain the observed dissimilarity in the valuation of TTV and travel time. However,
since this is outside the scope of the paper, we refrain from further discussion on the issue

and instead continue to describe the observed pattern.

Table 4: Parameter estimates of RFM1 and RFM2 with robust standard errors and z-values.

RFM1 RFM2

Parameter Estimate Std Err z-value Estimate Std Err z-value

Subsample S1 (used to congestion)

63 0.095 0.276  0.343 2.083 0.136  15.29***
671 - 10 0.275  0.048  5.767**

65" - 10 0.472  0.128  3.680*** 0.412  0.110 3.76%
s 2.963 0.313 9.461**  4.222 0.289 14.62***
Subsample S2 (not used to congestion)

052 0.034  0.166  0.205 1.338  0.109  12.31**
072 . 10 0.247  0.036  6.834**

652 - 10 0.842  0.154  5.462** 0.805  0.143 5.64**
JTa 2.662 0.242  10.988**  3.344 0.264 12.69***
Number of est. param. 8 6

Number of obs. 6300 6300

Log Likelihood value -3973.27 -4031.77

% denotes significance at the 1% level, ** at the 5% level and * at the 10% level.

Another important discrepancy is the large difference in VI'TV between the scheduling
models and the reduced form models. The magnitude of the difference is huge and similar
to that found by Borjesson et al. (2012). While they cannot rule out that the discrepancy
is caused by estimating the scheduling models on data without TTV, our results confirm
that a discrepancy exists even when both types of models are estimated on data with

uncertain travel times.

We can think of at least four possible explanations for the discrepancy. First, it may be
that respondents do not behave similarly in the two choice games. It is possible, e.g., that
the inclusion of the departure time attribute moves the focus of the respondents from TTV
to departure times. This would be a problem if the change of focus causes respondents to
neglect TTV in a degree that does not correspond to their real-life preferences. This is
the ‘focus bias explanation’ suggested by Borjesson et al. (2012). It is a classic example of
the drawbacks of using SP data, and it is of course not possible to check this explanation

using SP data alone.
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Table 5: Estimated values of travel time and TTV

Subsample S1 Subsample S2
(used to congestion) (not used to congestion)
SM1 REFM1 SM1 REFM1
Value of travel time variability 0.0001 0.0063 0.0003 0.0112
Value of travel time
E(T)=10 0.23 0.09 0.17 0.07
E(T)=20 0.24 0.16 0.17 0.14
E(T)=30 0.24 0.23 0.18 0.20
E(T)=60 0.24 0.45 0.19 0.40
E(T)=90 0.25 0.67 0.20 0.60
SM2 RFM2 SM2 RFM2
Value of travel time variability 0.0005 0.0055 0.0007 0.0107
Value of travel time 0.23 0.28 0.17 0.18

Value of travel time variability in €/min?; and value of travel time in €/min

A second line of explanation concerns the appropriateness of the theory in section 2.
Clearly, if the underlying assumptions in the scheduling model are incorrect, then the
derived equivalence between scheduling models and reduced form models does not hold.
However, even though the theoretical model is probably too simple to capture all facets of
real-life departure time choices, we have confidence that it captures some of the main effects,
and it may still serve as a useful approximation. An obvious source of misspecification
would be that the simple linear forms of the marginal utility functions H and W is
unrealistic for departure times far from ;. Misspecification also arises if individuals had
considered rescheduling possibilities, as this contradicts the assumption of exogenous
scheduling preferences in the model. Another potential misspecification, also mentioned
by Borjesson et al. (2012), is that the scheduling model does not allow for a disutility
of uncertainty per se: The only thing that matters is when the respondent departs and
arrives, so uncertainty enters solely through the expectation of the utility of arriving at
a specific time. In reality, it may be that TTV affects the individual’s perception of the
travel time or the travel situation as such, and thus affects the measured preferences in
other ways than through the expectation of the utility of arriving at a specific time. If this
effect is captured by 6y in RFM1 and RFM2, but not to a similar degree by v, in SM1 and
SM2, it would cause a discrepancy between the model types consistent with what we find.

Even if the theoretical scheduling model is correct, the assumption of optimal departure
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time choice which is necessary for the equivalence between scheduling and reduced form
models, may be unrealistic in the context of SP data. Exact equivalence demands that
respondents, for each alternative in the choice set, visualise what would be the best
departure time given the travel time distribution and what would be the consequences of
this optimal departure time in terms of the different possible arrival times. This is almost
certainly unrealistic! However, the reduced form model may still be a good approximation
of real-life behaviour where travellers can adjust their departure time on their daily
commute until they reach an optimal solution. As such, we might have expected it to
also be an acceptable approximation in the analysis of SP choices, at least for experienced
travellers who are used to considering the effect of their departure time choice, and may
have developed some intuition or rule of thumb regarding the best departure time choice
for their daily commute. The magnitude of the discrepancy between our scheduling and
reduced form models however seems to reject this.

Finally, even if scheduling and reduced form models are indeed equivalent, the estimated
preferences in SM1 and SM2 are likely to depend somewhat on how we derive ty. If the
assumptions in (12) are far from reality, this causes an empirical misspecification that
renders the results of our scheduling models unreliable. This issue has so far been
investigated very little. In order to compare the scheduling and reduced form models one
can argue that our derivation of ¢y in (12) is at least consistent between the two model
types, as it rests on an assumption of optimal departure time choice, which is the same
assumption that yields the reduced form models. However, we think it is relevant (and
fairly easy) to relax the strict assumptions in (12) and check how this affects our results.

We do this in the next section.

5.2 Results from SM1’ and SM2’

We estimated models SM1’ and SM2” as described in Section 4. Various weights (w) that
locate ¢ at different points between ds; and PAT were probed, and the implied values of
mean travel time and TTV are shown in Figure 2.° In both models, parameter estimates
and the VI'TV are, to some extent, sensitive to the location of ¢y. In particular, the closer
to is to PAT the higher the implied VITV. This is so as the VI'TV is entirely determined
by the slope of W (t), which becomes flatter as t, gets closer to PAT. However, the value

5We probed weights (0.1,0.2,0.3,...,0.9) with all possible combinations for the two subsamples.
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of travel time is largely unaffected by a change in the location of t,.
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Figure 2: The values of travel time and TTV by location of ¢

For the full scheduling model, SM1’, we found w®' = 0.6 (for people used to congestion)
and with w2 = 0.4 (for those that are not used to congestion) yield the best model fit, in
terms of the log-likelihood value. For the case where 5, = 0, the SM2’ model, w* = 0.9
and w2 = 0.1 provided the best model fit. The parameter estimates for these models are
shown in Table 6. The implied value of mean travel time under SM1’ (SM2’) is similar to
that under SM1 (SM2); however, the values of TTV inferred from these models exhibit
certain dissimilarities.

In general however the values of travel time and TTV derived under the scheduling
model, regardless of how the location of t; is determined, are considerably lower than the
corresponding value from the reduced form model. Hence, the way in which the location
of tg is determined does not seem to explain the observed discrepancy in the values of
travel time and TTV between the scheduling and reduced form models. Moreover, SM1’
is preferred to SM2’ based on the Bayesian information criterion. Therefore, the choice

between SM1/SM1’ and SM2/SM2’ is not linked to how ¢, is determined.

5.3 The value of standard deviation and reliability ratio

Thus far, the value of travel time variability measures the monetary value for a unit
improvement in travel time variance. However, the unit of variance is not easy to interpret
and this hinders comparison of the values of travel time variability between the current

paper against those in most previous research. We therefore compute another measure of
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Table 6: Estimates from SM1’ and SM2’, for best fitting values of w

SM1’ SM2’
Estimate Std Err z-value Estimate Std Err z-value

Subsample S1 (used to congestion)

o -0.005 0.001 S3.71%
’y(*)g‘ 1.714 0.148 11.59*** 1.690 0.141 11.99***
A2 0.003 0.001 2.59** 0.004 0.001 4.20%**
o 3.212 0.265 12.14*** 3.147 0.248 12.69***
w1 0.6 0.9
Subsample S2 (not used to congestion)

o2 -0.007  0.002 ~4.53%
7692 1.243 0.116 10.74%** 1.250 0.110 11.40***
NP2 0.006 0.002 3.39 0.010 0.002 5.45%**
w2 2.895 0.238 12.15%** 2.851 0.232 12.31%**
w2 0.4 0.1
Number of est. param. 8 6
Number of obs. 6300 6300
Log Likelihood value -4017.691 -4037.513

*** denotes signficance at the 1%, ** at the 5% level and * at the 10% level

the value of travel time variability:

75’“0T for SM1
205 o for RFMI,

OEUS

VSD =
(90T

(20)

to facilitate interpretation. This measure of travel time variability can be dubbed the
value of standard deviation (VSD), and it represents the monetary value of reducing
the standard deviation of travel time by one minute. As a result, the value of TTV is
expressed in the same unit as the value of travel time. Hence, one can examine the relative
importance of these quantities by taking the ratio of the marginal value of a minute’s
standard deviation and the marginal value of a minute’s travel time. This quantity is
known as the reliability ratio (RR).

Figure 3 portrays the VSD computed based on estimates from the full scheduling model
(SM1 in table 3) and its reduced form model (RFM1 in table 4) for a range of values of the
standard deviation of travel times (7). Examining the VSD under the two models shows
that, for a given or, the value implied by the reduced form model is more than an order
of magnitude larger. In contrast, for a given up, the value of time implied by one of these
models is less than 4 times the value suggested by the other. In both models, however,
the value of standard deviation increases with or. Moreover, the difference between the

two subsamples in terms of the values of standard deviation is also apparent.
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Figure 3: The values of standard deviation of travel time under SM1 and RFM1

We also computed the reliability ratio for different combinations of mean and standard
deviation of travel time based on estimates from the full scheduling model (SM1) and its
reduced form model (RFM1). The result of our computation for a subsample of individuals
who are used to congestion is shown in Figure 4. For a given combination of (ur, o), the
reliability ratio implied by the reduced form model is more than an order of magnitude
greater than the corresponding value suggested by the scheduling model. This disparity is
largely produced by the difference in the value of reliability implied by the two models.

For a range of values of mean and standard deviation of travel time within the
sample, the reliability ratio implied by the scheduling model is less than values reported
in literature (see Carrion & Levinson (2012) and Kouwenhoven et al. (2014) for a recent
review). However, the reliability ratio implied by the reduced form model is, for most
combinations of the mean and standard deviation of travel time, comparable to values
reported in the literature.

In the scheduling model, since the value of travel time depends only marginally on the
level of ur (see Table 5), the reliability ratio barely varies in the dimension of pr. In the
reduced form model, however, the reliability ratio varies in both dimensions as the values
of travel time and VSD under this model depend, to a greater extent, on the level of mean
and standard deviation of travel time.

While the scheduling model is preferred on theoretical grounds, applied to our data,
it however produced a value of reliability that is not within a range of values one might

expect. In contrast, the implied value of reliability under the reduced form model is, by
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Figure 4: Reliability ratio by model for people used to congestion

and large, within a range of values reported in previous quantitative research. In this
context, the reduced form model seemed to produce reasonable values of reliability while

the scheduling model suggest values that are not in line with our expectation.
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6 Conclusions

Using data from a stated preference survey, we compare the slope model of the scheduling
approach and the implied reduced form model for measuring the value of travel time
variability. Our work is one of few applications of the slope model to investigate the
attitudes of car drivers towards travel time variability. Compared to previous studies (e.g.
Borjesson et al., 2012), we tested the implication of some model assumptions and used
data better suited for comparing the two models.

The finding of the paper is that, despite the better data foundation, we are not able
to empirically support the theoretical equivalence between these models. We find largely
comparable average value-of-time estimates between the two models, which are consistent
with values from other studies. However, the implied valuation of travel time variability for
these models are very different. This finding, which is robust to alternative specification of
the ‘ideal arrival’ time, is in line with the recent Swedish study by Borjesson et al. (2012).
However, due to data better suited for comparing the two models we are in a position to
rule out some of the potential explanations that were lined up for the observed discrepancy
between the scheduling and reduced form models.

We provide the following potential explanations as to why the two models are different:
First, it is possible that respondents in the stated choice experiment do not behave
according to the theory. Since the model does not address rescheduling possibilities, it
will be misspecified if respondents engage in rescheduling rather than acting according to
the given schedule. It is also possible that the assumed linearity of the marginal utility
function is causing a misspecification. Second, the complexity of the choice task may
influence respondents to take decisions in ways that deviate from utility maximization.
Rather than considering all attributes, respondents may have neglected some attributes
or focused on a subset of these to simplify their decision-making. The small parameter
estimate for travel time variability under the scheduling model could be linked to this
phenomenon. This is a focus bias explanation as discussed by Borjesson et al. (2012).
Moreover, under the scheduling model, scheduling considerations alone may not sufficiently
capture the valuation of travel time variability. There could be disutility associated with
the uncertainty per se, which is not accounted for in the model.

The similarity of the results in Borjesson et al. (2012) and our results suggest that

there may well be a more fundamental problem of estimating the valuation of travel time
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variability based on data from hypothetical experiments. Brownstone & Small (2005) were
able to estimate the value of travel time variability based on data from real behaviour. It
is therefore recommended that before we can rule out potential hypothetical bias, models

should be estimated based on data from real behaviour.
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Appendix

Table 7: List of notations

Notation  Description

d,d* Departure time, optimal departure time

T Travel time

c Monetary cost of a trip

U, U Scheduling utility, optimal scheduling utility
H(-),W(-) Marginal utility rates at origin and destination

Bo, 1 Intercept and slope of utility rate at origin

Yo, V1 Intercept and slope of utility rate at work

pr, o2 Mean and variance of travel time

E Expected value operator

Ty Travel time under free flow (uncongested) condition
d¢p, PAT  Departure time and preferred arrival time under free flow
0y, 01, 0> Preference parameters under the reduced form models
to Desired arrival time when travel time is zero

w A number in (0, 1) such that ty = wdss + (1 — w)PAT
€ Gumbel distributed random error term

i Error scale parameter

iid independent and identically distributed
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e
Choice situation 1 out of 12

Which journey do you prefer?

You choose your own departure time. Your preferred departure time may differ between A and B.

Journey A Journey B
Travel time 9 out of 10 times the 8 out of 10 times the
journey takes 11 minutes journey takes 10 minutes
1 out of 10 times the 2 out of 10 times the
journey takes 20 minutes journey takes 16 minutes
Cost 20 DKK 21 DKK
Your choice? 0 (e}

Figure 5: Example of choice screen (translated from Danish)— choice without departure
time attribute

.
Choice situation 7 out of 12

Which journey do you prefer?

Each journey has a fixed departure time.

Journey A
Departure time 8:00 AM
Travel time 6 out of 10 times the
journey takes 17 minutes
4 out of 10 times the
journey takes 25 minutes
Cost 21 DKK
Your choice? 0

Journey B
7:40 AM

2 out of 10 times the
journey takes 12 minutes

8 out of 10 times the
journey takes 20 minutes

39 DKK

(0]

Figure 6: Example of choice screen (translated from Danish) — choice with departure time
attribute
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scheduling of a meeting”
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Abstract

This paper examines the choice of an optimal meeting time in a situation where
individuals can freely choose meeting times. It extends the model of Fosgerau,
Engelson and Franklin (Journal of Urban Economics) to incorporate the notion of
an agreed meeting time and a penalty that may be imposed when one arrives later
than the meeting time. The model considers two individuals who choose departure
and meeting times in the presence of uncertain travel times for a trip towards a joint
meeting. The paper shows the existence of a unique optimal meeting time and a
unique Nash equilibrium in departure times. It finds that an increase in the variance
of the difference between individual travel times is costly for both individuals. It
also finds that an increase in travel time variance of one person is costly to both.
Compared to Fosgerau, Engelson and Franklin, the introduction of a lateness penalty
allows an additional mechanism through which a change in travel time variance of

one individual affects the pay-off of both individuals.

Keywords: travel time variability; value of reliability; endogenous scheduling of a meeting;

scheduling preferences

JEL code: R41

*Previous versions of this paper were presented at the 2nd Symposium of the European Association
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1 Introduction

The valuation of travel time variability (TTV) has received increasing attention over
the past few decades, both from researchers and policy makers. Starting from earlier
workers, inter alia by Small (1982) and Noland & Small (1995), there is a growing body of
research measuring the cost of TTV. Empirical evidence also shows that the economic
costs associated with TTV are significant (see Li et al. , 2010; Carrion & Levinson, 2012,
for recent review). As a result, the valuation of TTV is increasingly being recognised as
an important component in economic appraisal of transport projects.

The scheduling model (e.g. Vickrey, 1969; Small, 1982; Fosgerau & Karlstrom, 2010) is
the standard theoretical framework for measuring the cost of TTV. This model associates
the aversion to TTV with the cost of arriving earlier or later than desired. It considers
travellers who, facing a fixed arrival time and TTV, choose departure times to maximise
expected utility, from which the cost of TTV is derived. However, the assumption of
exogenously determined arrival time lacks generality which, even in situations such as
a meeting where arrival times may not be pre-determined, excludes the possibility that
the desired arrival time could depend on the distribution of travel times. Moreover, the
framework takes scheduling choices merely as an individual matter. In contrast, scheduling
choices can be widely seen as optimal reactions in contexts involving social interaction
(Basu & Weibull, 2003; Fosgerau & Small, 2010). In many cases, such as a meeting,
activities performed at the other end of a trip involve more than one person. In such
circumstances, one’s choices and travel outcomes can also affect all others involved.

Recently, Fosgerau et al. (2014) addressed these issues by building a model wherein
scheduling preferences are interdependent. The model considers two individuals who,
facing a random travel time towards a joint in-person meeting, choose departure times
to maximise scheduling utility. It is assumed that individuals prefer to depart later and
arrive earlier. The authors showed the existence of unique equilibrium departure times
and derived the value of a marginal reduction in the scale of TTV. In particular, they
found that an increase in the variance of the difference in individual travel times is costly
to both individuals, an insight overlooked by the customary scheduling model.

In the Fosgerau et al. (2014) model, the strategic interaction is induced by the property
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that a meeting starts only when both individuals have arrived at the destination. The
model assumes that players choose an optimal time to start the meeting. In the current
paper, we explicitly examine the choice of an optimal meeting time and the implication of
allowing for this choice on the value of TTV. We achieved this by extending their model
to include the notion of an agreed time to start the meeting and a penalty that may
be imposed when one arrives later that this time. The penalty represents an emotional
cost (embarrassment) of arriving later than the designated meeting time. The extension
introduces an additional mechanism through which TTV can affect equilibrium scheduling
utility.

We examine the optimal meeting time as an agreement outcome in the course of
bargaining. As we consider homogeneous individuals, the bargaining solution coincides
with the choice of individually optimal meeting time. We show the existence and uniqueness
of equilibrium departure times and an optimal meeting time. We also find that, at
equilibrium, an increase in the variance of the difference in travel times is costly to both
individuals. Moreover, an increase in the variance of individual travel times is found to
be costly to both individuals. While our results about the cost of TTV are qualitatively
similar to those in Fosgerau et al. (2014), in their model, the effect of increased variance
in individual travel times occurs fully through the variance of the travel time difference.
Our model also allows the variance of individual travel times to have a direct effect on
equilibrium utility.

The paper is organised as follows. Section 2 describes the game theoretic framework,
Section 3 and Section 4 analyse choice equilibrium departure times and optimal meeting
time. We provide a numerical example in Section 5. On the basis of optimality conditions,

Section 6 examines the cost of TTV while the last section concludes.

2 The model

Our model builds upon the framework by Fosgerau et al. (2014), who considered scheduling
choices of two individuals who take a trip of random duration towards a joint in-person
meeting. Suppose the meeting is started only when both individuals have arrived at

the meeting place. Assuming options other than departure time are separable and are
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optimally chosen, the choice under each individual’s control is departure time. Given other
things, departure times determine the possibility of arriving early or late; and the aversion
to these outcomes induces preferences over departure times.

Preferences can be represented by a utility function. Suppose utility is derived at a
time dependent rate (e.g. see Vickrey, 1973; Tseng & Verhoef, 2008; Fosgerau & Engelson,
2011). Let h be the utility rate at the origin before the trip and 7 > 0 be the utility rate
at destination from the joint meeting. Since starting the meeting requires the presence
of both individuals and, given travel duration, time of arrival is determined by a chosen
departure time, either individual’s choice influences the outcome to both thereby inducing
strategic interaction in decision making.

Suppose the marginal utility of time at destination before the meeting and the marginal
utility of time spent travelling are equal and normalized to zero. Thus, h and v are
expressed relative to the marginal utility of travel time. It is also assumed through out
that h is non-negative, continuously differentiable and strictly decreasing, i.e., h’ < 0.

In this setting, Fosgerau et al. (2014) denoted the scheduling utility to an individual

who departs at time d; and arrives at destination at time a; = d; + T; as
d;
Ui (diodj) = [ hu(w) do = 7 max(a, a;) (1)
0

where T; > 0 is random travel time and max(a;, a;) is the time at which the meeting starts.
The time at which each person begins the activity at the origin as well as the time when
the meeting ends is normalized to zero without loss of generality.

We extended this formulation by introducing the notion of an agreed meeting time
m and a penalty that may be imposed when a person arrives later than this time. The
penalty represents an emotional cost, embarrassment, of arriving later than the appointed
meeting time. Letting 7 > 0 denote the marginal lateness penalty and assuming that

individuals are homogeneous, hence v; = 7; = 7, we arrive at the following utility function

ai+aj+\di—dj—A]

Ui(d;, d;, m) :/

d;
; h(z)dz —~ l

where max(a; — m,0) is the duration of lateness when player i arrives later than m,

A =T, —T, and max(a;,a;) = “i;aﬂ' + |d"_d2j_A|. We assume that A has a compact support

and a continuous cumulative distribution function ®a.
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The decision making process is both strategic and sequential as depicted in Figure 1.
Once individuals agreed to meet, they will set a time for their meeting. Then each
individual chooses an optimal departure time considering the agreed meeting time and the
departure time choice of the other person. The strategic interaction at this stage is induced
by the physical property that a meeting starts at the time when both individuals arrive at
the destination. Finally, actual outcomes are known when travel times are realized. The
choice of a meeting time influences the choice of a departure time; and the latter choice is

made conditioning on the chosen meeting time.

Meeting? When
Yes o e

Figure 1: Hierarchy of travel decision making

Travel times are not known with certainty before the trip. But we assume individuals
know the distribution of travel times and take this in to account when they make scheduling
choices. It is also assumed that each individual ¢ chooses departure and meeting times in
a continuous fashion from a compact interval D; and M, respectively, each of which are
wide enough to encompass all relevant possibilities. We also assumed that an individual’s
choice of departure and meeting times does not influence the distribution of travel times.
Moreover, individual travel times, T}, are assumed to have identical continuous cumulative

distribution function F7, that has a compact support and mean ;.
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3 Equilibrium departure times

Suppose agreement is reached to start the meeting at a particular time, m. Given m and
player j’s choice of departure time, each player ¢ chooses his departure time to maximize
expected utility. Formally, optimal departure times can be expressed in terms of a best
response correspondence. Individual i’s best response correspondence r;(.) is the set of

optimal departure times for any given choice of departure time by the other person:
ri(d;) ={d; € D; : u; (d;;d;,m) > u; (d;;d;,m), for all d; € D;}

where u; = F[U;] and E is the expected value operator. Each best response satisfies

gZI:h(dl)_VCDA (dy —dy) —m[l — Fp,(m—dy)]=0 N
gzz:h(dz)—i-’yq)A(dl—d2)_n[1_FT2 (m — dy)] =~

The derivation of (3) is shown in Appendix B. The condition implies that an individual’s
optimal departure time equates the marginal utility of time at destination before departure
and the marginal expected utility loss from delaying departure.

Since the pay-off to an individual player depends on the choice of both individuals,
an independent choice of departure time may not maximize individual utility. Nash
equilibrium is obtained when players choose departure times such that their choices are
mutually best responses to one another. The existence of this equilibrium is established
based on properties of best response mappings stated in the following lemma. The proof

of this lamma along with all other proofs is given in Appendix C.
Lemma 1 Fach r;(d;) is a continuous function.

At Nash equililibrium, no individual has an incentive to unilaterally deviate from the
equilibrium profile. This is the case if each best response satisfies 0 < h (d;) <« + 7 since
otherwise deviation from equilibrium is gainful. A pair of feasible departure times (d;‘, d;")
identifies a Nash equilibrium profile if for every individual 7, wu; (d;k, d;‘) > u; (di, d";) for
every d; € D;. An equilibrium profile can be defined as a fixed point of players’ best
response functions: r(d) = r;(d;) xr;j(d;). At equilibrium, a departure time profile is chosen

such that (3) holds simultaneously for both individuals. Adding (3) across individuals and
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rearranging yields the joint requirement for Nash equilibrium:
2
> [adi) =0 (1= Fr, (m —dy)) | =~ (4)
=1

The requirement in (4) will be satisfied if the following condition holds:
Condition 1 a;h—% [h(a:)} <n+1%

Condition 1 guarantees general existence of Nash equilibrium and is maintained
throughout the paper. Unless this condition holds there will be an incentive to deviate

from the equilibrium profile.
Theorem 1 There is a unique Nash equilibrium in departure times.

While each person’s optimal departure time depends on the probability with which one
person arrives later than the other, ® (.), the equilibrium profile (4) does not depend on
this term. The fact that r] (d;) > 0 (see the proof of Theorem 1) indicates that departure
times are strategic complements suggesting that the choice of departure time by one person
elicits a similar response from the other. So that the two effects cancel out at equilibrium.
In other words, if person 7 departs late then j’s incentives to depart early are very small
as it will not help to start the meeting earlier.

We examined the equilibrium departure time profile conditional on a chosen meeting
time, hence df = d;(m) for both 7. The maximum expected utility at this stage is found

by inserting the equilibrium profile (d;,d}) in (2), which yields

_77/ d(m +a:— )fT,(fU)dx (5)

A change in m affects utility through equilibrium departure times besides its direct effect
on the penalty of lateness. V; (m) plays a an important role when examining the choice of

optimal start time for the meeting.
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4 Optimal meeting time

In the previous section, we assumed a chosen meeting time to examine equilibrium
behaviour in departure times. The meeting is not determined as part of Nash equilibrium
since, if either player is given control over it, he or she will take the other player’s choice
of departure time as given and choose to depart as late as possible. This, however, rules
out the possibility that players could cooperate to set a meeting time that could make
both of them better off. Such a meeting time can be obtained as an agreement outcome in
a process of negotiation.

The negotiation could start with one of the players selecting an easily agreeable time.
Players then try to find other agreeable points in M which are better for both. Eventually,
both players are required to agree upon what would be a desirable time for the meeting.

When heterogeneous, players can have conflicting interests as to what would be a
desirable meeting time. However, since players are homogeneous in our case, they have
perfectly compatible interests. As a result, an optimal choice of meeting time for one
player is also optimal for the other. We assume that the agreement outcome is Pareto
optimal, i.e., there is no other feasible meeting time that can make a player better off
without making the other player worse off. With Pareto optimal agreement outcomes,
the homogeneity of players reduces the bargaining problem to an individual maximisation
problem. The following condition ensures that the solution to the bargaining problem is

unique.

Condition 2 The density of travel times, fr,(.), is non-increasing at the optimally allowed

travel time, T; = (m* — dy), i.e., f, (m* —d*) <0.

Some distributions such as the exponential and uniform have this condition as a general
feature while for others such as the normal distribution, the condition requires that the
optimally allowed travel time should lie at a point where the density function is downward
sloping. The following theorem states the existence and uniqueness of an optimal meeting

time.
Theorem 2 There exists an optimal meeting time m™* satisfying the condition

01— Fr,(m* = di(m"))| = v[1 = ®a(di(m*) = d;(m")) | d;(m”) = 0. (6)
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The optimal meeting time m* is unique by Condition 2.

In what follows we derive the optimal meeting time and illustrate the nature of V;(.)

with a numerical example.

5 Numerical example

This section illustrates the existence and uniqueness of an optimal meeting time using a
numerical example. Let h(d;) = (1 — d;) for 0 < d; <1 so that A’ (d;) = —1; and assume
individual travel times are independent and uniformly distributed, T"=T; ~ U (0, 1), such

that the travel time difference A has density

z+1if —1<2x<0
P (7) =

l—zif0<x <1,

which is a triangular distribution.

_020 T T T I 1 1 |

-0.25

—0.30

-0.35

-0.40

Optimal expected utility V;(m)

—0.45

_0.50 Il Il Il Il Il Il Il
0.0 0.2 0.4 0.6 0.8 1.0 1.2 1.4 1.6

Meeting time m

Figure 2: Optimal expected utility as a function of m
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In this setting, the requirement for Nash equilibrium (4) becomes
2(1=d)=2n(1 - Fr(m—d)) =1,

where d = d; for both i is used noting the symmetry of equilibrium. Using Fr(z) = z for

z € [0,1) and rearranging we obtain the equilibrium departure time d* = d (m) as

2[1+n(m—1)]

-7
fi d,d+1
21 orm € [d,d+1)

d(m) =

Therefore d'(m) = {1 € (0,1). By inserting the relevant expression in (6), we obtain the
optimal meeting time m* =2 — ~.

For the case where v = n = 1, the optimal meeting time is m* = 1 and the equilibrium
departure times profile is (0.25,0.25). The optimal expected utility, V;(m), is concave
on a feasible interval of meeting times (see Figure 2). Since the slope of fr(.) is zero,
the condition for unique optimal meeting time is always satisfied. In fact, we have

U]

V(m) = = < 0 indicating uniqueness of the optimal meeting time.

6 The value of travel time variability

Each person’s maximal expected utility is obtained by inserting the equilibrium departure
time profile and optimal meeting time in to the expected utility function. From this
maximal utility function, we then derive each person’s valuation of a reduction in the
variance of travel times and the variance of the travel time difference. This is achieved
by considering the effect on equilibrium utility of a marginal reduction in o; or 0. To
do this, we denote each T; in a convenient form 7T; = u; + 0;X; where u; and o; are its
mean and standard deviation respectively; and X; is a standardized random variable with
zero mean, unit variance, continuous density fx, and a cumulative distribution Fx, with
a compact support. Likewise, we denote A in a similar form A = y 4 X where X is a
standardised variable with zero mean and unit variance, a continuous density function ¢x
and a continuous and increasing cumulative distribution ® .

Since equilibrium choices are determined based on a given (o, 0;), a change in either
of these parameters induces individuals to adjust their optimal choices. However, since

choices are optimized in a continuous fashion, the change does not cause a second-order
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effect on utility through own choices (due to the envelope theorem). More precisely, for
each individual ¢, the indirect effect of the change occurs only through person j’s choice of

departure time.

Theorem 3 Starting from equilibrium, a small increase in the scale of travel time differ-

ence, o, is costly to both individuals.

The result in Theorem 3 is qualitatively similar to that in Fosgerau et al. (2014),
which is expected since o does not enter the added term in our model. However, although
o does not enter the cost of arriving later than the designated meeting time, the effect to

each person 7 of a change in ¢ also occurs through a change in person j’s departure time.

Theorem 4 Suppose individual travel times, X;, exhibit same degree of variability, i.e.,
o; = 0j. Then, starting from equilibrium where individuals do not allow for TTV, i.e.,

m* — d; = p,;, a small increase in o; is costly to both individuals.

An equilibrium where individuals do not allow for TTV, i.e., m* — df = p;, may not
occur in the model, however, it is required to prove the assertion in Theorem 4.

Since the conventional scheduling model takes the case of a single traveller, a change
in the variance of travel times for one person is independent of the pay-offs to the other
player. Due to the strategic interaction in our model, however, such a change influences
scheduling choices and hence the equilibrium utility to the other person.

While the result in Theorem 4 is qualitatively similar to Fosgerau et al. (2014), it
differs in two respects. Firstly, in our model a change in the travel time variance of person ¢
directly affects own equilibrium utility beyond and above its effect through the variance of
the travel time difference. This is so since o; enters person i’s equilibrium utility through
the penalty of lateness. In contrast, in Fosgerau et al. (2014) the effect on utility of a
change in the travel time variance of person ¢ occurs fully through the variance of the
travel time difference. Secondly, they find that the effect of an increase in the travel
time variance of person ¢ depends on how travel times are correlated. However, since we
assume homogeneous players with o; = 0}, an increase in o; makes random travel times
less synchronized (increases the variance of travel time difference). Therefore, it is costly

to both individuals.
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7 Conclusion

In this paper, we extended a model by Fosgerau et al. (2014) examining a meeting between
two individuals by introducing a notion of designated meeting time and a penalty that may
be imposed when one arrives later than this time. In this model, we showed that there
exists a unique equilibrium in departure times and a unique optimal meeting time. We
found that an increase in the variance of the difference between individual travel times is
costly for both individuals. It is also found that an increase in travel time variance of one
person is costly to both individuals. Compared to Fosgerau et al. (2014), the introduction
of a lateness penalty allows an additional mechanism through which a change in travel
time variance of one individual affects the pay-off of both individuals.

Results in our paper crucially depend on the homogeneity of players. In a future
work, the model can be extended to include non-homogeneous individuals. Moreover, our
model considered a meeting involving only two individuals. This can also be extended to

accommodate a situation involving more than two individuals.
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Appendix

A Notation

Table 1: List of notation

Notation Description

1,7 Individuals, two

d; Individual 7’s departure time

T; Individual 7’s travel time

A Travel time difference, T — T}

X; Individual 7’s standardised travel time

X Standardised travel time difference

a; Individual ¢’s arrival time: a; = d; + T;

m Designated meeting time

T Individual ¢’s best response function

U; Individual i’s utility function

U Individual ¢’s expected utility

Vi u; at equilibrium departure times

W; V; at equilibrium departure times and optimal meeting time
0 Marginal utility of time spent in a joint meeting

n Marginal cost of arriving later than an agreed meeting time
h Marginal utility of spending time at the origin

i Individual ¢’s mean travel time

I Mean of the travel time difference

o Standard deviation of the travel time difference

; Standard deviation of travel time for individual i
dr, m* Shows the the variable is at equilibrium or optimum

fTiani7¢Aa¢X
Fr,,Fx,,®a, ®x

Probability density function of the relevant variable
Cumulative probability density of the relevant variable
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B Derivation

Derivation of (3). We obtain the first order conditions for Nash equilibrium in (3) by
differentiating each person’s expected utility with respect to own departure time, holding
m and the other person’s choice of departure time constant. That is, for each ¢ and j # 1,

the optimal choice departure time for person ¢ satisfies

aui_ 0 di Y
od, ~ od; Uo ) de = 5 (i s+ [ 1= ds = ol 6 (2) )
[ (it a—m) fr () de] = 0. (7

Noting that
di—dj—l' fOI‘lL‘Sdi—dj
—(dl—d]—l') forxzdi—dj
and letting ¥ = d; — d;, we obtain'

0
ad,;

[1=lostyas= | [* 0= 2)os@)ae - [0~ 0)0s @)as]

:/iogbA(x)dm— (/;OQSA(x)dx)

:/_iom(a:)dx— (1—/_1%(@@)

=20, (V) — 1
Moreover, we have
O ™ ita—m)f (x)da:—/oo fr () dz =1 = Fy, (m — dy)
5’d2 m—d; ‘ T n m—d; T N T ‘

Substituting these expressions in (7), we obtain:

8uz~
ad,

— h(d;) —%(1+2<I>A(19) 1) —n(l—Fr(m—d))=0

Therefore, the expression in (3) follows straightforwardly by rearranging this and replacing

ﬁbydz—d] |

'We differentiate under the integral applying:

0 b() L ’ b(x) dg(z, 2)
oz </Z(x) g(z, 2) dz) =b'(x)g (b(x),z) —l'(x)g (l(x), )+ /E(m) oL ds
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C Proofs

Proof of Lemma 1. Since u;(.;d;,m) is continuous and strictly concave and D; is
compact and convex, r; (.) is a single-valued correspondence, hence a function. Since each
best response function can be defined as an intersection set of two convex sets

7"@'<dj) = D,L N {d;k : ul(df,dj,m) = Imax uz(dz,dj,m)}

diEDi

with the latter being the upper contour set of the concave function u;, it follows that each
best response is also convex-valued. Moreover, since the constraint correspondence for
each person’s maximisation problem is compact-valued and fixed, hence continuous, each

r;(d;) is upper hemi-continuous by Berge’s maximum theorem. m

Proof of Theorem 1. The proof has two parts - existence and uniqueness. We first
provide the proof for existence based on a fixed point theorem.

Existence: Let D = D; x D; and d = (d;, d;), and define a correspondence r : D =% D
by r(d;,d;) = r;(dj) x rj(d;). The requirement for Nash equilibrium amounts to the
existence of a profile d* such that d* € r(d). This is essentially a fixed point of r (d).
Hence, a fixed point theorem can be used to show the existence of Nash equilibrium.

If D is convex and compact, and r(.) is non-empty, upper hemi-continuous, and
compact- and convex-valued, then 7 (d) has a fixed point by Kakutani’s fixed point
theorem. D inherits the required properties as each D; has these properties. Moreover,
since each r; is non-empty, upper hemi-continuous and compact- and convex-valued by
Lemma 1, it follows that r (.) is also non-empty, upper hemi-continuous, and compact- and
convex-valued. Since 7 (d) satisfies the requirements for Kakutani’s fixed point theorem, it

has at least one fixed point hence Nash equilibrium by definition.

Uniqueness: For an equilibrium profile d*, when person 4 chooses d; and j responds
with r; (df), 7 has no incentive to unilaterally deviate from the equilibrium profile; hence
df =r; (rj (df)). Each response function, r;(.), is continuous by Berge’s maximum theorem.
If 7(d;) < 1 for Vd; € D;, at most one equilibrium can exist. The proof is suggested by
Fosgerau et al. (2014), and is shown to hold as follows.
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From (3) we have best response functions r;(d;) satisfying:
0= h(ri(d;)) = 7@a(ri (d) = d;) = n [1 = Fr, (m = rildy))]

Now differentiate and rearrange this expression to obtain

or: (d;) _ —10a(ri (d) = d;)
ad; h’(n (dj)) LN (Ti (dj) — dj) —nfr, (m — T (dj))

which is positive and strictly less than one since /'(.) < 0 and probability density functions

Ori(rj(di)) __ 9ri(d;) Or;(di)
ad, od;  0d;

Y

<1

are non-negative. Therefore, for both ¢ and all (d;,d;) € D,

ensuring the existence of at most one equilibrium profile. m

Proof of Theorem 2. The existence of an optimal meeting time m* follows since each
Vi(.) is continuous on a closed and bounded interval M such that there exists some m* € M
with V;(m*) > V;(m) for all m € M. Applying the Envelope theorem, the requirement for

an optimal meeting time can be given by

dV;(m) _ oV;(m) 0d;(m) N oVi(m)

dm od;  Om om . (8)
where 8‘2&:”) = 0 since Vi(d};dj,m) > V;(d;;d;, m) for all d; € D;. Moreover, we have
V; 9 [
o = 5 /m_di(m) (di(m) +z— m)fTi (x)dz = 7}(1 — Fr,(m — d,(m))) >0
and
aV; v oy 9 | >
-1 719 9 — dy — / 9 — d
=1 v [ 0= eswar- [0 neata]
= —7{1—‘1%(79)}
~
=L <o
5 <

where ¥ = d;(m) — d;(m). The last expression is obtained by symmetry of equilibrium

ad;
om

which implies that ¢ = 0. Then, we derive by differentiating the equilibrium condition:

0= I3, hdum) s (9) + 03, (1= By m = di(m)))]. (9

Since the equilibrium is symmetric, i.e., d(m) = d;(m) for both i, we will have () = 1.
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Differentiating the resulting expression yields

W (d(m))d (m) = n(1 = fr (m —d(m))) =0, (10)
which can be rearranged to obtain

—nfr (m —d(m))
W (d(m)) —nfr (m —d(m))

Since fr(.) > 0 and A'(.) < 0, we have d'(m) € (0,1). Therefore, the first order condition

d'(m) = (11)

for an optimal meeting time will be
n[1 = Fr, (m = di(m)) | = v[1 = ®a (9) |d; (m) =0, (12)

as given in Theorem 2.
Uniqueness: If each V" (m) < 0, then the optimal meeting time is unique. To show
whether this is the case, differentiate (9) while noting the symmetry of equilibrium (hence

d;(m) = d(m), Fr, (z) = Fr (z) and ® (0) = 3) which yields
V" (m) = —2d" (m) = n[L = d (m)] fr (m = d (m)) (13)

We want to show that (13) is less than zero at the point where m = m* and d = d (m*),

which holds if

7 d nfT (m_d(m))
d'(m)=—1|— >0
) = B |~ W (m)) — i G — d )| =
Differentiating and rearranging, one can state the inequality as
< M) ) frm = dm)

(1 —d (m)) W (d (m)) T
which holds by Condition 2. m

Proof of Theorem 3. Each person’s maximal expected utility is obtained by inserting

the optimal meeting time, m*, in to V;(m):

d;(m*)
W= [ h(@)de— 2[5, (dm') + ) + [1dim’) - dim) = = oalg () da]

= [ (dsm) + s+ o =) ) de (19

m—d;(m*)—

where 7; = =k To each individual 7, the effect on equilibrium expected utility,
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W;, of a marginal change in o is

dwi 8Wi% n oW,
do od; 0o Jo

where
owi v
od, ~ 2 1 —i— /\d ox| px (x) dx]

:—% 1+(/ —d; — —ax)qu()dx—7(d—d— —ox) ¢x (v)d )]

——T[1- [ ox@do+ [T ox (@) dd]
= [T ox @ae| o

where the inequality follows since E(X) =0, and 7 = W is used to conserve space.

One can derlve by differentiating (3) and (4) as:

’ adz_l 8di_%_ n@d N
niid:) Jdo O'(bX (7) ((90 do T) o, 0o’ (7i) =0
1) 2% 1 g (a ) 2% _ n 94 __Q%z
B S+ 1) 5 = L0 () = LG () =

Denoting ¢; = h/(d;) — 2 fx, (1;) < 0 and collecting like terms, we obtain

gj

ad; o g¢x(7)%+%¢x(7)7 Y adj

do (ci—Tox(m) ¢ Oo
Solving the last two terms for % yields

ad; 19x (T) i
do  ocic; —vox (7) (¢ +¢;)

T = KT

where —1 < k < 0. Also, noting that F(X) =0,

oW, o[/ e
=2 [ = dy—p—on)ox @ da— [ (i~ dy — = o) éx (a) da

— _% [— /Tooa:gbx (x) dx+/T+OO£U¢X (z) da
- _% [/Tooxgbx (x)dx+/T+OO$¢X (x)dx}
=~ [ aox (#)de <0
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The inequality follows since F(X) = 0. Therefore,

dW { / ox (z) da

HT—’)// rox (x
= —v [/T (:L'—i—/w)(bx(a:)dx] <0

do

since

o (rn=0) < ) < G o= 1) <0

Thus, an increase in the standard deviation of the difference in travel times is costly for

both individuals. m

Proof of Theorem 4. This proof has two parts. First, we show that a small increase

in o; is costly to individual ¢, i.e.,

do; 0o Oo; dd; do;  Oo;

<0

where

ow; 0

do; _"aal

/ (di + i + 05 — m) fx, (x =—v7/ fx, (2)dz <0

For simplicity we suppress the *x superscripts. The following notations are also used to
economise space: A = y/o, n; = njo;, ¢, = b (d;) —nifx, (1) <0, s, =¢; — Apx (1) <0
and p; = n; fx, (1:) > 0.

The derivative 8d can be derived from (3) and (4). Differentiating the second expres-

sions in (3), we have
_ a2 (0 _0di 90 it () 2%
0=1(d) 55, + ((901 do, 9o, T) Aox(m) = mifx (1) 5,
8d ad; do

0=s

therefore
8dl do Sj adj
— _ e’} 1
Jo; T@aj A\ox (1) Doy (15)

Also, differentiating the joint equilibrium condition in (4),

ad, od;  d; ad,

h (d]) 80'2' +h (dl) 80'2' — Pig 80'1 nle (Tz) T; anX (T]) ao_l =0
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and rearranging it we obtain:

dd; i ¢; 0d;
80'1' n C;

¢ 0o; (16)
Solving for g%i from (15) and (16) and rearranging we obtain

o, dox() [ oo
o, Aox (1) (cicj) — cicy piTi TG Jdo;
Starting from an equilibrium point where m — d; = pu;, then 7, = 0 implying that
ad; Aox (T) ¢ do do
= — T = —wr—
8@ )\QSX (7’) (Ci + Cj) — CiCj 80']‘

80j
where 0 < w < 1 since ¢; < 0 and % > 0. Therefore,

dO',L' N Oo Gai 8dj 80} (9ai

_ {_7/Tooaz¢x(x)dx g; +7[/Too¢x(x)dx} wgz—n/jxfxi () dz

~ [ Jo do 0
= [ (e ox wrae = [ et ey

9o /Too(a:’—cuT)cﬁx(x)dx—ﬁ/:oiﬁin (z) dw

_780'2

The last expressions follows as o; = 0; is assumed, which implies that

60_60

do; 9o, =2(0; — po;) = 2(07 — po;) = 20 (1 = p) <0

where the inequality follows since the correlation coefficient p lies in the interval [—1,1].
Since E(X;) =0 and E(X) = 0, we have:

dW;
€0, (x,w = O) < €0, (x,w) < €, (.:E,w

therefore, an increase in o; is costly for individuals .

1><0

Now we prove the second assertion in Theorem 4 that a small increase in o is costly
to individual 7, 7.e.,
= + <0
dO'j (90' aO'j 0dj aO'j -
We already derived component of this expression except, gg?, which can derived from (15)
and (16) as

YiT; . (90 _ S; 8dl . YiT; _ ﬁadz
Apx (T) do;  \ox (1) Oo;

Cj Cj aO'i
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solving for % and rearranging we obtain

04

od;  Xox (1) — ¢ o Apx (T)¢; . Oo
80’i N /\¢X (T) C; — §iCj piTs )\(bX (T) (CZ' + Cj) — GiCj 802-

hence for 7; = 0, the expression reduces to

od; Apx (T) ¢ do do

do;  Aox () (e +¢;) — Cichﬁai = CTaai

where 0 < ¢ < 1. Combining the relevant expressions, we have:

dW;  OW; o n oW, 0d;
do; - do do;  0d; Oo;
00 a 00
=7 [Taox @da] 57— |y [T ox @) da] cr

_788572 {/TOO (x + (1) éx (2) dx]

where the last expression following using % = 99 Because B(X)=0and 0 < ( < 1,

8oj'

dW;
dO’j

(z.¢=1) < dWi(x,g) < dWi(x,gzo) <0

dO'j - dO'j

Therefore, a small increase in o; is costly to individual <. m

95



CHAPTER 3

o6



Advanced methods make a difference:
A case of the distribution of willingness to pay for
advanced traveller information systems*

Dereje F. Abegaz
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DTU Transport, Technical University of Denmark
14 August, 2015

Abstract

This paper uses stated preference data to analyse the distribution of willingness
to pay for advanced traveller information systems and examine the implication of
certain model assumptions on the estimated distribution of willingness to pay. A
flexible estimation approach was used to estimate several models that vary in terms
of restrictions embodied into them. Although simpler and relatively more advanced
models yield nicely dispersed distribution for willingness to pay, this distribution
ceased to exist when certain restrictions are set free in a more advanced model. The
less restrictive model fitted the data better, and in this model, which combines the
latent class and mixed logit models, it turns out that the data do not reveal any
dispersion in willingness to pay. Results indicate that there is a group of travellers
with zero willingness to pay and another group that has a positive willingness to
pay. However, no dispersion of the willingness to pay was revealed within the second
group. Findings in this study illustrate the importance of model specification testing,
and that results regarding the estimated distribution of willingness to pay can be

highly dependent on restrictions built into the model.

Keywords: willingness to pay; advanced traveller information systems; flexible distribution;

intelligent transport systems; mixed logit; latent class

*This paper is submitted to Transport Research Part C: Emerging Technologies. A previous version
of this paper was presented at the 94th Annual Meeting of the Transportation Research Board (TRB),
Washington, D.C., 11-14 January 2015.
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1 Introduction

In an increasingly mobile 21st century society, there is growing demand for travel informa-
tion. Travellers seek travel information as it can help them in decision making. It enables
them to make better choice of travel options such mode, route and departure time. It is
also demanded for network management. Advanced Traveller Information Systems (ATIS,
henceforth) have a potential to serve this demand. These systems acquire, analyse and
disseminate travel information which can improve driving experiences of individuals and
enhance overall network performance. Amid increasingly unpredictable travel conditions
ATIS could be of importance.

The current paper is concerned with estimating the distribution of willingness to pay
for several types of information that an ATIS could provide. Evidence on the willingness to
pay for ATIS is crucial in devising pricing strategies for its services and predicting market
demand. It also supports in the decision to introduce new systems and/or expand existing
ones (Stevens, 2004). Estimates of WTP may however depend on restrictions built into
the empirical model. This paper examines the distribution of WTP for ATIS and the
implication of certain restrictions embedded into the model on the estimated distribution
of WTP.

The paper has several contributions. Firstly, in contrast to previous research on the
WTP for ATIS (see Khattak et al. , 2003, for a review), the current paper examines
the overall distribution of willingness to pay for more customised facets of information.
Secondly, we employ a semi-nonparametric estimation approach (Fosgerau & Mabit, 2013)
that allows for a more flexible shape for the underlying distribution of willingness to pay
than the more commonly used estimation approaches, in which the shape of the distribution
is pre-determined. We also extend the Fosgerau & Mabit approach to estimate a combined
latent class — mixed logit model.

Analysis is based on data from a stated choice experiment designed to measure the
willingness to pay for three types of information that an ATIS could provide: information
about traffic accidents, congestion and roadworks. Each information type is expressed in
terms of levels containing location, delay and routing information with varying frequency of

updates. Data is collected using an internet questionnaire administered to 2000 respondents
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in Denmark.

We begin the analysis with a plain mixed logit model using a flexible distribution of
willingness to pay. This results in a nicely dispersed distribution of willingness to pay,
which however has a significant mass below zero. Negative willingness to pay, of course,
does not make any sense in our context. The second model presented therefore allows for a
point mass at zero. This model leads again to a nicely dispersed and positive distribution
of willingness to pay for those with a non-zero willingness to pay.

Analysis might have stopped here with what could seem to be a plausible result.
However, this model is very close to a latent class model comprising two classes: one
consisting of subjects with zero willingness to pay and a second class consisting of people
with non-zero willingness to pay. It embodies the restriction that the cost parameter is the
same in the two classes. Relaxing this restriction, allowing for separate cost parameters in
the two classes, has a drastic impact on results.

Relaxing the restriction on the cost parameters leads to a huge gain in log-likelihood
of 700 log-likelihood points, so the less restrictive model clearly fits the data better. In
this final model, it turns out that the data do not reveal any dispersion in the willingness
to pay for ATIS. Thus, our findings regarding the distribution of willingness to pay were
substantially affected by the last extension of the model. This illustrates the importance
of model specification testing, and that results regarding the estimated distribution of
willingness to pay can be highly dependent on restrictions built into the model.

The paper is organised as follows. Section 2 describes the stated choice experiment
and data, while Section 3 and Section 4 outline the specification and estimation of the
discrete choice model. Model estimates and discussion of results is presented in Section 5,

followed by summary and conclusions in Section 6.

2 The Choice Experiment

The analysis is based on data from a stated choice survey designed to elicit willingness to
pay for different types of information that an ATIS might provide. Data was collected
using an internet questionnaire from respondents selected from an internet panel provided

by Userneeds, a Danish panel company. Members of the panel are recruited voluntarily to
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create a sample representative of the population.

The survey targeted Danish residents with a driving license who had a car in the
household for which they paid green owner tax. The green owner tax is an annual duty
paid by car owners based on the vehicle’s fuel efficiency aimed at reducing environmental
damage. This tax provides a way to define the cost of alternative ATIS in the choice

survey in reference to expenses incurred in real life.

Table 1: Attributes and their levels

Information types [t]  Information levels [(]

1] None

2] Location only

3] Location & duration of delays updated every hour
]
]

Information about
- [1] accidents
- [2] roadworks
- [3] congestion 4] Location & duration of delays updated every 30 minutes

5] Location & duration of delays updated continuously

6] Continuous update of location and duration of delays and

guidance to alternative routes

[
[
[
[
[
[

Cost Levels of the cost attribute are pivoted around green owner
tax at 0%, £5%, -7%, £10%, +15%, +23% and +33%

Moreover, the survey only considered those with recent driving experience so that
options in the choice experiment are more accurately envisaged. One is considered as
having a recent driving experience if he or she had driven a car in the 12 months preceding
the time of the survey. The final analysis is based on 2000 individuals who completed the
survey.

The survey presented each respondent with a choice between a pair of alternatives in a
series of six choice situations. Each alternative is characterised by its cost and the level of
three information types: information about traffic accidents, information about congestion
and information about roadworks. Each information type is expressed in terms of one of
six information levels as shown in Table 1. For every choice situation, the level of the
cost attribute is chosen at random from 9 options that represent a 0%, 5%, 7% or 10%
reduction in the green owner tax or a 5%, 10%, 15%, 23%, or 33% increase in this tax.

By construction, information levels are described in cumulative terms such that each
higher level includes everything from the lower level. As more is likely to be better

than less, we expect a higher information level would be more desirable. It is therefore
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straightforward to compare the relative desirability of different information levels associated

with a given information type.

Table 2: A snapshot of a choice screen

Which alternative do you prefer?

Alternative A Alternative B
Information about roadworks | Location and expected delays | None

with continuous update
Information about congestion | Location and expected delays | Location only
with update every half hour

Information about accidents None Location and expected delays
with continuous update
Your green tax DKK 2128 DKK 1440
O Alternative A O Alternative B

Table 2 shows a typical choice screen faced by a respondent who paid an annual
green tax of DKK 1600.} In this choice situation, the respondent faced a choice between
information contained in alternative ‘A’ with a 33% increase in his/her green owner tax
and that contained in ‘B’ with a 10% reduction in green owner tax.

Table 3 shows the share of sample respondents by categories of respondent characteris-
tics. Accordingly, more than three quarters of respondents are from households earning
a gross annual income of DKK 0.2 million — DKK 1 million. As the survey targeted
individuals in households owning at least one car, the sample is likely to over-represent
respondents in more affluent households. Our survey slightly under-represents those in
lower income groups compared to the Danish National Travel Survey (TU) data.

Since the survey targeted those with a driving license, each sample respondent was
at least 18 years old - the minimum driving age in Denmark. Table 3 shows that about
75% of respondents are aged between 45-64 years. Compared to the TU data, the survey
under-represents those in lower age brackets and over-represents those in the upper age
brackets. The sample also consists of more males (62.7%) than females (37.3%); who are
under-represented as compared to the TU data.

Moreover, the sample is not equally dispersed across different green tax levels with
50% of sample respondents paying DKK 1600 or DKK 3160 in green tax. This indicates

the popularity of small and medium size petrol cars in Denmark.

11 Euro is about DKK 7.5
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Table 3 also shows that about two in three respondents have full-time jobs (work at
least 30 hours a week); 6.2% have part-time jobs (work 9-29 hours per week) while 16.6%
are retired. The median respondent had encountered congestion or delays on at least 10%
of his or her trips. Only a small proportion of sample respondents reported to have faced

more frequent delays on their trip.

Table 3: Share of respondents by different covariates

Income?® Age (year) Green tax (DKK) Employment Encounter delays
Group  Share Group Share Figure Share  Status Share % Trips  Share
< 200 2.06 1823 1.15 1600 23.75  Full time 65.85 5 37.4

200-399 1740 24-34 6.85 3160 26.25 Part time 6.2 10 15.75
400-599 23.05 35-44 12.35 5760 6.20 Not working 4.9 15-30 24.1
600-799 25.25 45-54  29.75 2000 12.65 Retired 16.6 35-50 11.85
800-999 13.10 55-59 19.4 3300 18.40 Student 2.15 55-70 3.35
> 1000 6.90 60-64  25.45 5280 5.80 Others® 4.3 75-90 5.8

Others® 12.25  65-69 4.95  Others® 6.95 95-100 1.75

‘Share’ denotes percentage of sample respondents in each group
% Household income is in DKK’1000 per year
b These are records with missing income information
¢ Indicates labels other than those mentioned

3 Model Specification

When presented with a choice, respondents are assumed to evaluate the desirability of
each alternative based on its attributes (Lancaster, 1966) and choose the one that provide
them with the greatest utility. Let ¢ be the cost of an alternative and z;; be the /" level
of the #" information type, where t = 1,2,3 and £ = 1,2,...,6 as shown in Table 1. Each
x4 is coded as a dummy variable. The utility to person n from alternative ¢ can be written
as:

where X = (214, %o, T3¢), is a vector of information levels, € is a random error term and
[ = (316 F2¢, 73¢), and 0 > 0 are parameters of the model.

Willingness to pay for a particular information level zy is the ratio of its coefficient and
the cost coefficient: %. In principle one can model unobserved heterogeneity in willingness

to pay by treating each of these ratios as a random variable. Practically however the
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resulting model would be intractable as it involves too many random parameters, one
associated with the coefficient of each information level.

For computational tractability, we allow heterogeneity in the attitude towards overall
services of ATIS while maintaining the weight of each information level constant across
individuals. That is, while the degree of importance attached to ATIS can vary from
individual to individual, the weight assigned to each information level is assumed constant
across them. Incorporating this and re-parametrising the model to obtain willingness to

pay estimates directly, the utility function can be written as:

where I' = (714, Y20, V3¢), and B, is a willingness to pay index which captures the overall
heterogeneity across individuals. This formulation is known as utility in willingness to
pay space (Train & Weeks, 2005; Hensher & Greene, 2011; Hole & Kolstad, 2012). The
willingness to pay for information level x is now 3,v;. The shape of the distribution of
willingness to pay is the same for all information levels; it is the scale of the distribution
that varies across information levels.

Suppose € is i.i.d. type-one extreme value distribution with mean 0 and constant
variance %2. In the first model, Model A, we assume that (3 is i.i.d. across individuals
with a continuous distribution function ®. Denoting by 2 the event that alternative ¢ is

chosen in each of the ¢ = 1,2,...,6 choice situations, an individual’s contribution to the

likelihood will be
Pa 8120, 1.0) = [ G(Z0,7.0,52) 6 (5) dB, 3)

where Z,, = (¢n, X»n); G (Zn, 1,0, 8,) = 1,9 (Zniq, I', 0, 3,) is the choice probability in a
sequence of choice situations where g (I'6, /3,,) is the choice probability of the binary logit
model conditional on 5.

Though this model leads to a nicely dispersed distribution of willingness to pay, the
distribution however has a significant mass below zero. The estimated willingness to pay
assumes negative values for a non-trivial share of the sampled population. Since negative
willingness to pay does not make sense, a point mass at zero is allowed in order to restrict
willingness to pay within a permissible range.

The next model, Model B, allows for a point mass at zero by assuming that the sample

63



is drawn from a population consisting of two latent classes. In the first class (kK = 1)
are individuals who attach importance to information attributes, while the second class
(k = 2) consists of those who deemed these attributes are unimportant. Subsequently,
the distribution of # among individuals in the first class is estimated, while § = 0 is
maintained in the second class.

At this point, we have two layers of heterogeneity - a continuous variation of willingness
to pay within the first class and a discrete segmentation of the sample into the two classes.
To capture both within and across class heterogeneity, we used a mixed logit latent class
model (Bujosa et al. , 2010; Greene & Hensher, 2012). This model combines the merits
of both the latent class and the continuous mixture models.

Suppose that class membership probabilities are independent of Z. If 7, denotes the
probability of membership of the K class for k = 1,2, and f is the density of £ in the

first class, the choice probability in a sequence of choice situations will be

Py (4|2, T,0,75) = 79G (Zn, 0, B = 0) + (1 — ﬂg)/G(Zn,F,é’,Bn) F(B)dB (4

Since class membership probabilities must add up to one, 7, is estimated with 7 = 1 — 7.
Hence, 75 indicates the probability of a zero willingness to pay as opposed to a non-zero
amount. Except allowing for a point mass at zero this model is equivalent to Model A.
Model B embodies the restriction that the cost parameter is equal for the two classes.
Generally, however, the parameter could differ between the classes indicating class-specific
responsiveness to the cost attribute. Model B is thus extended to allow for class-specific
cost parameters. An individual’s contribution to the likelihood in this model, labelled

Model C, is
Pn (’L|Zn, F, 91, 02, 7T2) = 7T2G (Zn, 02, 671 = 0) + (1 — 71'2) /G (Zn7 F, 91, 671) f (ﬁn) dﬂn (5)

which is similar to Model B except that it allows for class specific cost parameters.

4 Estimation

Since the choice probabilities in (3)-(5) allow no analytical expression, estimation is per-

formed using maximum simulated likelihood (Train, 2003). In most empirical applications,
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estimation proceeds by specifying a distribution for the random parameter and simulating
choice probabilities based on draws from this distribution. Therefore, prior knowledge of
the distribution is required to perform simulation.

It has been shown that estimates of willingness to pay from parametric models can be
sensitive to the assumed distribution, and that the choice of an inappropriate distribution
leads to bias (Hess et al. , 2005; Fosgerau & Bierlaire, 2007). Given our interest in the
distribution per se, it is imperative to mitigate the risk of bias as a result of the assumed
shape of the distribution. Most importantly, it is undesirable to impose the shape of the
distribution when one seeks to estimate the distribution as such.

In this paper, we employed a semi-nonparametric estimation approach proposed by
Fosgerau & Mabit (2013) that allows a more flexible distribution for the random parameter.
As opposed to specifying an ex ante distribution, this approach asserts that the distribution
of a random parameter can be simulated given deep parameters that are estimated along
with other parameters of the model. This approach is simple to implement and it can
approximate essentially any distribution.

Under this approach, simulation is performed using draws of the random parameter
computed based on draws from any distribution and transforming these draws using a
polynomial series. To illustrate, suppose v = (uy,us, ..., ug) is a vector of R independent
draws from a standardised uniform distribution, ¢(0, 1); and that u is uncorrelated with

other covariates in the model. Then, a draw of the random parameter is computed as

M
5(7") — Z amu:” (6)

m=0
wherem =0,1,2,..., M and o = (g, g, . . ., apy) is a vector of deep parameters estimated

along with other parameters of the model. The likelihood is simulated conditional on
draws computed in (6).

Though a polynomial of higher degree provides more flexibility in shape, it however
poses a serious problem in estimation by inducing correlation among different terms of
the polynomial. Even with a polynomial of degree 2 based on draws u from a standard
uniform distribution, the correlation between the terms u and u?, is 0.97. The problem of
correlation can be reduced by using orthogonal polynomials (Fosgerau & Mabit, 2013).

We use orthonormal Legendre polynomials proposed by Bierens (2008). These polyno-
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mials are mutually orthogonal in the interval [0, 1], i.e.,

1 if m#£m/
/OLm(u)Lm/(u)du: ! 7 (7)

1lifm=m'

where L,,(u) is the mth Legendre polynomial on u defined recursively by

L) = = 0 1) 1y () - (m;j;T ) @

starting from Lo (u) = 1 and L (u) = v/3 (2u — 1). Given orthogonal Legendre polynomi-

als, the " draw of 3 is now computed as

5(r) = Z: QL (1) (9)

which is used in simulation instead of the draws u

Given a and R draws of [, the cumulative distribution of § is approximated by
F(\) ~ %Zle 1 {67([) < /\} where the summand equals 1 if the expression inside the
curly brackets is true or 0 otherwise.

The shape of the estimated willingness to pay distribution is determined by the number
of deep parameters specified. Each model is estimated by specifying varying number of
deep parameters to achieve more flexibility in the estimated distribution; estimation results
are shown in Appendix A.

For a given M, Models A, B and C are nested. Model A is a restricted version of
Model B with the restriction being m = 0; and Model B is a special case of Model C
where #; = 05 is maintained. For each model, the best specification regarding the degree
of the approximating polynomial is chosen based on the likelihood ratio test. It turns
out that the best specification for these models is associated with different degrees of
approximating polynomials.

For different degrees of approximating polynomials, Models A, B and C are non-nested.
Subsequently, the Bayesian Information Criterion (BIC) is used to test for model selection
among these models. The BIC is defined as BIC = —2£+d; In (V) where N is the number
of observations, L is the value of log-likelihood at convergence and d; is the number of
degrees of freedom. Accordingly, the model with the least BIC value is preferred.

All models are estimated on the full sample of 2,000 individuals using 1,000 Halton
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draws in Biogeme (Bierlaire, 2003). Estimates remain stable for changes in starting values
and the number of draws in estimation. Assuming that an individual’s preferences are
constant over a sequence of choice situations, the same draws are used for a sequence of
choices belonging to a given individual.

For numerical reasons, the level of the cost attribute is divided by 100 with estimated
willingness to pay figures expressed in DKK 100 per year. For each information type ¢, the
information level ‘None’ is taken as a base category with the corresponding ~;; normalised
to zero. Moreover, 715 is normalised to one to provide identification.

To test whether there was a tendency of respondents choosing the option on the same
side of the choice screen to simplify decision making, a dummy was included for the
left-hand side alternative. Based on the preferred specification under Model A, we did not
find evidence supporting this tendency. Moreover, since alternatives in the choice set are
unlabelled, in the sense that they all represent virtual ATIS, neither alternative specific

coefficients nor alternative specific constants are relevant in our analysis.

5 Results and Discussion

Table 4 shows the preferred set of estimates under Models A, B and C along with estimates
from a corresponding binary logit model. For Model A, though specifications based on
the fifth and sixth degree polynomials outperform the specification based on the fourth
degree polynomial, the latter is preferred as estimates of certain target coefficients under
the former become statistically insignificant. For Model B, since the specification based
on the sixth and higher degree polynomials failed to converge, the specification based on
the fifth degree polynomial is preferred. For Model C, the specification based on the first
degree approximating polynomial is chosen since it outperforms specifications based on
higher degree polynomials.

In all models, estimates of m, each 4 and the cost parameters are statistically
significant and have the expected positive sign. Moreover, all the estimated polynomial
coefficients, except for a; under Model C, are significant. The values of log-likelihood
indicate that Model C provided a much higher improvement in model fit compared to all

other models. It provided an impressive 700 additional log-likelihood units compared to
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Model B. The overall fit of Model C is a significant improvement over all other models
based on the BIC index; according to which Model B outperforms Model A, and the latter

is preferred to the binary logit model.

Table 4: Preferred set of estimates from alternative models

Binary logit Model A Model B Model C
Estimate t-stat Estimate t-stat Estimate t-stat Estimate t-stat

Y13 0.61 7.48 0.99 1158  0.95 5.81 0.90  13.34
V14 0.90  11.03  1.22 8.25 1.17 4.51 1.17  16.79
Y15 095  11.09 153 1177  1.62 8.94 131 17.98
Y16 1.37 1413 183 1045  1.89 7.69 1.62  16.95

Yoo 0.15 2.28 0.51 4.74 0.50 4.31 0.55 8.83
V23 0.48 6.16 0.86 5.39 0.90 8.38 0.81 10.92
Vo4 0.50 6.22 1.04 5.10 1.17 7.37 0.70 9.53
V25 0.47 5.72 0.93 4.87 1.06 6.46 0.70 9.40
Vo6 0.66 6.91 1.49 5.90 1.67 10.50 1.12 12.16

Y32 0.63 8.42 0.93 3.88 1.08 15.07 0.84 12.25
33 0.70 8.83 1.08 5.13 1.23 10.47 0.80 12.02
Y34 0.71 791 1.56 4.33 1.82 8.96 1.07 12.85
V35 1.06 11.09 1.59 6.11 1.73 9.57 1.15 13.31
736 1.05 10.86 1.65 5.29 1.85 6.23 1.42 15.20

0 0.16 37.74 0.19 20.63 0.19 24.64

6, 0.06 7.91
0 0.78 10.28
o 0.73 22.80 0.53 23.80
Qo 4.42 15.66 5.16 7.86 31.70 2.60 19.60 7.50
ay 6.12 9.33 34.60 2.08 0.00f 0.00f
Qs 5.98 8.95 38.60 2.40

as 4.65 7.50 29.80 2.38

ay 2.98 4.68 20.10 2.48

s 11.60 3.58

L -6669.39 -6526.78 -6506.23 -5809.06
dy 16 20 22 19
BIC 13489.06 13241.42 13219.10 11796.59
Obs. 12000 12000 12000 12000

T Assumes zero for several digits after the decimal.

Results in Table 4 indicate that, in general, a higher willingness to pay is estimated
for more desirable information levels and for information about accidents and congestion.

The attribute level containing real-time location, delay and routing information has
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the highest estimated weight, which when averaged across the three information types
exceeds the estimated weight of the attribute level containing real-time location and delay
information by over 25%. Weights of the two information levels signify the importance of
guidance to alternative routes over and above real-time delay and location information
(Kim & Vandebona, 1999).

In some cases, however, the estimated ranking of information levels is inconsistent. In
most cases where this is true, the difference between the relevant coefficients is insignificant.
The anomalous ranking could be caused by the inability to fully process the differences
between some of the information levels.

For a given information level, weights assigned to different information types indicate
their relative importance. In general, estimates suggest a higher willingness to pay for
information about congestion and accidents than for information about roadworks. This
is conceivable considering the fact that plans for road construction and maintenance are
often advertised through media and roadside posters hence are hardly ‘news’ to drivers.

The implied distribution of willingness to pay is simulated conditional on parameter
estimates in Table 4. Since the binary logit model does not permit unobserved heterogeneity,
the willingness to pay index, £, under this model corresponds simply to ap. This model is
a special case of Model A where all coefficients, except the constant «y, of the polynomial
approximation of ¢ are constrained to zero.

For Models A, B and C, the willingness to pay index is allowed to vary in the population.
Conditional on estimates of deep parameters, the implied distribution of the willingness
to pay index is simulated using 1,000,000 random draws. The cumulative probability
distribution curve of simulated willingness to pay indexes is depicted in Figure 1; while
the mean and some quantiles of the simulated distribution are shown in Table 5.

Under Model A, the estimated distribution is nicely dispersed and right-skewed. The
model predicted a higher probability for lower values of willingness to pay and a positive
probability for negative values of the willingness to pay. As is apparent in Figure 1, the
estimated distribution has a considerable mass below zero with more than one in five
simulated willingness to pay values being negative. Given our expectation of a non-negative
willingness to pay, we conclude that this model is misspecified.

Model B overcomes this misspecification by allowing for a point mass at zero. It
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Figure 1: Simulated cumulative distribution curves of willingness to pay index

restricted willingness to pay values to a non-negative interval, and predicted a higher
(72.5%) probability for having a zero willingness to pay which corresponds to the height
of the spike at zero. This indicates that a greater proportion of sampled individuals are
unwilling to pay for travel information. This disinclination to pay for ATIS is consistent
with previous empirical literature (Polydoropoulou et al. , 1997; Kim & Vandebona, 1999;
Wolinetz et al. , 2001; Khattak et al. , 2003) who gave evidence for a low willingness to
pay for ATIS. Over a common support, the shape of the distribution of willingness to pay
under Model B is comparable to that under Model A. In both bases, the distribution rises
rapidly before it flattened out to the right.

Model C relaxed a restriction under Model B by allowing for separate cost parameters
in the two classes. The difference between the estimates of the two cost parameters is
significant implying that those unwilling to pay for travel information are more sensitive

to the cost of ATIS.

Allowing for separate cost parameters in the two classes led to a huge improvement in

log-likelihood of 700 log-likelihood units, so Model C clearly fits the data better. Model
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Table 5: Certain features of willingness to pay index distribution

Quantiles
5%  10%  25% 50% 75%  90%  95%

Model A 5.16 -0.57 -0.44 0.09 1.64 268 18.68 31.95
Model B 9.72 0 0 0 0 3.75  13.23 30.37
Model C  9.24 0 0 0 0 19.61 19.61 19.61

Values are in DKK 100 per year

Mean

C is also preferred to Model B based on the BIC. The extension in this model, that the
cost parameter is allowed to differ between the two classes, had a drastic impact on the
estimated distribution.

In this final model, the data does not reveal any dispersion in willingness to pay across
those willing to pay a non-zero amount. This is apparent from the estimate of ay, which is
too small to induce any meaningful variation in willingness to pay within the population.
This suggests that the nicely dispersed distribution of willingness to pay from Model B is
a result of the assumed homogeneity of the cost parameter in the two classes.

In essence, Model C is reduced to a fixed parameter latent class model. As such, the
model led to a discrete distribution for willingness to pay. Estimates indicate a probability
of 53% that willingness to pay equals zero and a probability of 47% that it takes the fixed
estimated non-zero value. Thus, our findings regarding the distribution of willingness to
pay were very substantially affected by the last extension of the model.

The analysis regarding the distribution of willingness to pay has several implications.
Firstly, it illustrates the importance of model specification testing. Had we not allowed
for and subsequently tested the possibility of a separate cost parameter between the two
classes, our conclusion regarding the distribution of willingness to pay would have been
based on estimates from Model B. However, results in Model C indicate that the seemingly
dispersed distribution of willingness to pay from Model B is purely spurious, and is induced
by the imposition of equal cost parameters in the two classes.

Secondly, the analysis also illustrates that our conclusion regarding the estimated
distribution of willingness to pay can be highly dependent on restrictions built into the
model. Though several models are estimated, some more general than others with regard

to assumptions embedded, neither one of them produced results consistent with the other.
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An unbounded distribution in Model A caused a misspecification; Model B addressed the
misspecification and led to a seemingly dispersed distribution of willingness to pay, which

ceased to exist once Model C allowed for separate cost coefficients in the two classes.

6 Summary and Conclusion

Based on data acquired by means of a stated choice survey from 2,000 drivers in Denmark,
this paper reports results from the analysis of the distribution of willingness to pay for an
ATIS which could provide location, delay and routing information about three causes of
unpredicted travel delays: traffic accidents, roadworks and congestion.

The analysis, in general, indicates that a significant share of drivers have a zero
willingness to pay for ATIS, and that among those willing to pay a non-zero amount,
the willingness to pay is distributed fairly tightly. Moreover, the willingness to pay for
information about congestion and traffic accidents is higher than that for information
about roadworks.

The distribution is estimated employing a discrete choice model in which willingness to
pay is treated as a random variable. Analysis began with a simple mixed logit model using
a flexible unbounded distribution of willingness to pay. This resulted in a nicely dispersed
distribution of willingness to pay, which however had significant mass below zero.

We therefore allowed for a point mass at zero in a subsequent mixed logit-latent class
model in order to address the misspecification. In this model, the sample is assumed to
have been drawn from a population comprising of one group (class) of subjects with zero
willingness to pay and another group with a non-zero willingness to pay. This model led
again to a nicely dispersed and positive distribution of willingness to pay for those with
non-zero willingness to pay.

This seemingly plausible result, however, ceased to exist when an assumption embedded
in the model, namely that the cost parameter is the same in the two classes, was relaxed
in a subsequent model. In this final model, wherein separate cost parameters are allowed
in the two classes, the data does not reveal any dispersion of the willingness to pay for
ATIS among those willing to pay a non-zero amount. This indicates that our conclusions

in the previous model were affected by restrictions on the cost parameters.
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The analysis illustrates the importance of model specification testing, and that results
regarding the estimated distribution of willingness to pay can be highly dependent on
restrictions built into the model. When inferring behavioural values such as willingness
to pay, we shall therefore be alert to the possibility that seemingly plausible results from
simpler (and even fairly advanced) models could be driven by restrictions embedded in
these models. Though results from simpler models seemed manifested by the data, it is

essential to thoroughly examine how much they rely on restrictions.
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A Appendix

Table 6: Estimates from Model A with varying degrees of approximating polynomials

M=1 M =2 M =3 M =4 M=5 M=6
Est. t-val Est. t-val Est. t-val Est. t-val Est. t-val Est. t-val

Y13 089 731 096 11.88 097 11.73 099 11.58 1.02 795 1.07 1.37
Y14 1.16 873 1.19 10.89 120 876 1.22 825 1.23 834 127 1.05
Y15 1.39 1345 146 16.78 1.50 17.12 1.53 11.77 1.56 5.18 1.62 2.75
Y16 1.65 889 1.73 14.15 176 14.84 183 1045 190 398 2.03 1.96

Y22 0.54 655 056 716 052 6.89 051 474 053 144 0.63 1.02
V23 089 759 092 883 088 804 086 539 08 165 092 144
Y24 1.10 837 111 863 1.05 771 1.04 510 1.06 1.56 1.15 4.03
V25 096 804 1.00 10.07r 096 9.01 093 487 093 134 105 131
Y26 1.36  9.12 149 11.09 148 10.08 149 590 153 216 1.70 3.50

Y32 097 698 099 790 096 590 093 38 095 233 1.02 344
V33 1.09 843 114 965 1.11 859 108 513 1.08 194 115 4.12
Y34 148 835 157 891 157 735 156 433 158 164 1.68 3.85
Y35 149 1054 1.57 1080 159 939 159 6.11 162 269 1.73 10.30
Y36 1.57 11.63 1.63 1092 164 9.05 165 529 1.68 206 184 1.98

0 0.18 23.70 0.19 2272 0.19 2191 0.19 20.63 0.19 15.73 0.20 10.36

g 3.83 891 452 973 490 919 516 786 539 826 6.18 1.37
oy 598 1235 5.87 1240 597 11.16 6.12 933 6.51 3.28 6.60 0.84

%) 4.68 1293 539 12.05 598 895 648 430 892 1.24
as 3.74 10.61 4.65 750 548 2.69 6.56 0.83
oy 298 468 400 144 722 144
as 1.87 090 3.51 0.82
Qg 349  1.92
L -6620.09 -6563.86 -6536.82 -6526.78 -6524.46 -6520.43
ds 17 18 19 20 21 22
BIC 13399.85 13296.80 13252.09 13241.42 13246.16 13247.50
Obs. 12000 12000 12000 12000 12000 12000
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Table 7: Estimates from Model B with varying degrees of approximating polynomials

Est. t-stat Est. t-stat Est. t-stat Est. t-stat Est. t-stat

713 0.99 1137 1.03 1.37  0.93 772 093 885 0.95 5.81
Y14 119 9.03 1.23 1.13 1.10 6.52 1.12  6.81 1.17 451
Y15 1.54 1570 1.73 1.05 1.62 1219 1.61 1418 1.62 8.94
Y16 179  13.11  2.04 1.30 1.89 11.09 1.87 1271 1.89 7.69

Y22 0.53 710  0.58  5.05 0.50 6.10 048 6.80 050 4.31
V23 0.90 813 094 533 089 1224 0.89 13.70 0.90  8.38
V24 1.07  7.69 1.32 0.81 1.22 8.53 1.17 1118 117  7.37
Y25 1.00 10.08 1.10 1.18 1.05 9.97 1.04 11.62 1.06 6.46
Y26 1.54 1124 170  2.67 1.66 1533 1.65 16.68 1.67 10.50

V32 1.03  6.96 1.17 1.36 112 16.79 1.08 18.00 1.08 15.07
733 117 8.68 1.34  0.98 1.25 1276 1.22 1478 1.23 1047
V34 1.68 7.85 2.04 0.80 1.87 1083 1.81 13.36 1.82 8.96
735 1.66  9.21 1.88 1.42 175 1272 1.71 1334 1.73 9.57
V36 1.73  9.28 2.02 0.87 1.84  8.67 1.81 9.26 1.85 6.23

s 0.75  25.68 0.75 1.93 0.75 26.16 0.73 2280 0.69 13.70
0 0.19 2389 0.19 1647 0.19 2456 0.19 2464 0.19 24.57

ap 1730 855 2020 041 2720 4.06 31.90 3.93 31.70 2.60
op 1000 861 1550 032 2530 3.20 33.80 3.25 34.60 2.08

o9 0 0 1030  0.50 21.10 3.72 3190 3.46 38.60 2.40
a3 0 0 0 0 11.20  4.74 2250 3.89 29.80 2.38
oy 0 0 0 0 0 0 11.70 448 20.10 248
as 0 0 0 0 0 0 0 0 11.60  3.58
L -6537.85 -6526.601 -6515.197 -6508.709 -6506.231
dy 18 19 20 21 22

BIC  13244.76791 13231.66258 13218.24724 13214.6639 13219.10056

Obs. 12000 12000 12000 12000 12000
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Table 8: Estimates from Model C with varying degrees of approximating polynomials

M=1 M =2 M=3 M=4
Est. t-stat Est. t-stat Est. t-stat Est. t-stat

713 0.90 13.34 0.90 13.35 0.90 13.35 0.90 13.35
Y14 1.17 16.79 1.17 16.79 1.17 16.79 1.17 16.79
Y15 1.31 17.98 1.31 18.01 1.31 18.01 1.31 18.01
Y16 1.62 16.95 1.62 16.96 1.62 16.96 1.62 16.96

Y22 0.55 8.83 0.55 8.83 0.55 8.83 0.55 8.83
723 0.81 10.92 0.81 10.91 0.81 10.91 0.81 10.91
Y24 0.70 9.53 0.70 9.54 0.70 9.54 0.70 9.54
Y25 0.70 9.40 0.70 9.41 0.70 9.41 0.70 9.41
Y26 1.12 12.16 1.12 12.16 1.12 12.16 1.12 12.16

Y32 0.84 12.25 0.84 12.24 0.84 12.24 0.84 12.25
V33 0.80 12.02 0.80 11.99 0.80 11.99 0.80 12.00
V34 1.07 12.85 1.07 12.86 1.07 12.86 1.07 12.85
735 1.15 13.31 1.14 13.30 1.14 13.30 1.14 13.30
Y36 1.42 15.20 1.41 15.19 1.41 15.19 1.41 15.19

™ 0.53 23.80 0.53 23.76 0.53 23.76 0.53 23.77
01 0.78 10.28 0.78 10.26 0.78 10.26 0.78 10.27
01 0.06 7.91 0.06 7.90 0.06 7.90 0.06 7.90
02 0.78 10.28 0.78 10.26 0.78 10.26 0.78 10.27

o) 19.60 7.50 19.60 7.50 19.60 7.50 19.60 7.50
a;  -1.5e-3  0.00 -52e-6 0.00 2.25e-06 0.86 -4.2e-06 -0.58

o9 1.20 0.67 1.20 0.67 1.18 0.72
o3 0.00 -0.77 0.00 0.80
oy -0.39 -0.33
L -5809.06 -5809.02 -5809.02 -5809.02
dy 19 20 21 22
BIC 11796.59 11805.90 11815.29 11824.68
Obs. 12000 12000 12000 12000
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Abstract

Firm relocation can induce job mobility decisions through its effect on the
commuting distance for workers. Using Danish register data, we investigate the effect
of relocation distance on worker turnover at the firm level. We find a positive and
significant but moderate effect. Results in the paper establish that, on average, a 10
km increase in relocation distance leads to a 2—4 percent increase in the annual rate
of worker turnover at the firm level over three years, including the year of relocation.
Results also show that firms having a higher share of male, more experienced and
higher educated workers face lower worker turnover, as do firms located closer to

their workers.
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1 Introduction

Firm relocation affects the commute patterns for existing workers. In fact, the sustained
trend of firm relocation farther from residences, and often towards suburbs, has increased
the average commute distance for workers (Kneebone & Holmes, 2015). The time and
money costs of increased commuting can influence the choice of residential location (e.g.
Zax, 1991; van Ommeren et al. , 1999; Clark et al. , 2003), job search location (e.g.
Immergluck, 1998; Kneebone & Holmes, 2015), travel mode as well as car ownership
decisions. Most importantly for the purpose of this paper, firm relocation can also induce
job mobility due to high costs of residential mobility and long distance commuting.

Past research suggests that job mobility decisions are partly motivated by commuting
distance considerations (Levinson, 1997; Immergluck, 1998). This paper examines the
extent to which the relocation distance of moving firms is related to worker turnover.
Despite past research on the effect of commuting distance on job moving behaviour (e.g.
van Ommeren et al. , 1999; Clark et al. , 2003; Deding et al. , 2009), analysis has typically
been at the individual worker level.! As a result, little is known about the nature and
extent of this relationship at the firm level. Investigating the relationship at the firm level
is essential as it shows the aggregated effect of various individual-level decisions. Besides,
since the effect of relocation on job mobility decisions is likely to depend on relocation
distance, it is not until this effect is quantified that employers of moving firms can control
worker turnover, a key indicator of the firm’s costs of hiring and training workers, through
an optimally chosen relocation distance.

Conceivably, the effect of relocation on worker turnover depends on whether, and how
far, the firm moves closer to its workers. If residences are concentrated and a firm moves
towards its workers, then the relocation shortens commutes to all workers. When this is
the case, the relocation distance is unlikely to induce job mobility unless the pre-relocation
commute distance was optimally chosen and that, any deviation from that is undesirable.
In most cases, however, relocation has losers and winners since it shortens the commuting

distance for some workers while lengthening the commutes for others. For those who lost

LA notable exception is Zax & Kain (1996) who studied the effect of relocation distance on job mobility
based on data from a single firm. As opposed to them, we considered the entire population of firms in
Denmark.
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from relocation, longer relocation distance leads to longer commutes suggesting a positive
relationship between relocation distance and worker turnover.

One may argue that employers can contemplate the effect of relocation distance on
workers and that they would offer compensation in order to keep their important employees.
To the extent this argument holds, the relationship between relocation distance and worker
turnover may not be as hypothesised. However, we believe that the hypothesised positive
relation holds due to the following reasons. Firstly, firms may not be willing to compensate
workers in all situations. Secondly, although employers compensate workers for commuting
costs, evidence suggests that workers are only partially compensated (Manning, 2003;
Mulalic et al. , 2013). Moreover, even when employers pay higher wages to prevent workers
from leaving, some workers may have to move residence to stay with the firm. However,
this may not be possible due to factors that restrict residence mobility such as social
attachment to places (Dahl & Sorenson, 2010); or due to high costs of moving residences. In
such circumstances, job mobility is a more feasible option to reduce commuting distances.

The analysis in the current paper is based on matched employer-employee information
from Danish register-based data for the years 2000-2007. The dataset consists of the
entire population of firms and their employees. A characteristic feature of the Danish
labour market is the high rate of job mobility. Every year, about 25 percent of workers
in the labour force move jobs (Albak & Se¢rensen, 1998; Commission, 2006; Eriksson &
Westergaard-Nielsen, 2009), a rate which is high even by OECD standards. It can therefore
be costly for firms to lose additional workers due to long distance relocation, given the
high rate of worker mobility.

Estimation is performed on a combined sample of relocated and non-relocated firms by
including a dummy indicator for relocation. This is done to examine whether relocation
distance captures the effect of the firm’s relocation per se, and possible restructuring that
follows. Our estimates indicate that, after controlling for relocation distance, there is
no significant difference in worker turnover between relocated and non-relocated firms.
Therefore, relocation distance is not picking up the effect of firm relocation as such.

We find a moderate but significant effect of relocation distance on worker turnover.
Results in the paper establish that, on average, a 10 km increase in relocation distance

leads to a 2—4 percent increase in the annual rate of worker turnover at the firm level over

82



a period of three years, including the year of relocation. The estimated effect is stronger in
the first year after relocation and pales away after the third year as workers more or less
fully adjust to the change. The effect in the year of relocation is expected to be smaller as
some firms could have relocated late in the year allowing little time for workers to adjust.
The fact that we obtain a significant effect could suggest that workers probably knew
about the relocation decision ahead of time, such that they could search other jobs and
move before or soon after the firm relocated.

Besides relocation distance, our model includes various pre-relocation characteristics as
additional controls. These are firm related features and worker characteristics aggregated at
the firm level. One such control variable is the average commuting distance of workers in a
firm, for which we obtain a significant, positive coefficient indicating that, on average, firms
that are located farther from their employees face higher worker turnover. Interestingly,
this coefficient is in the same order of magnitude as the coefficient associated with relocation
distance. The analysis also show that firms with a higher share of workers having children
face, on average, lower worker turnover. Results also show that firms hav<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>